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Transition 
Generally accepted accounting principles and generally 
accepted auditing standards as they pertain to business en-
tities in general are applicable to savings and loan associa-
tions. Accordingly, the accounting principles established by 
pronouncements of the Financial Accounting Standards 
Board and its predecessor bodies of the American Institute 
of Certified Public Accountants are applicable to savings and 
loan associations as specified in those pronouncements. The 
provisions of this guide, except for the accounting for loan 
commitment fees, apply to the financial statements of savings 
and loan associations for fiscal periods beginning after De-
cember 31, 1978. 
The provisions of this guide regarding accounting for loan 
commitment fees are applicable to all such fees for transac-
tions entered into after June 30, 1979. Earlier application is 
encouraged with respect to transactions entered into before 
June 30, 1979, that took place in periods for which financial 
statements have not previously been issued. 
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Chapter 1 
Organization and Regulation 
General Information 
Savings and loan associations are corporations chartered 
either by the state in which they operate or by the Federal 
Home Loan Bank Board (FHLBB). All associations chartered 
by the FHLBB are known as "federal" associations and have 
the word "federal" in their corporate names. The majority of 
savings and loan associations are mutual institutions; they 
are owned by the savers who, together with the borrowers, 
are members entitled to vote at annual meetings. 
Most states provide for the organization of mutual associ-
ations. In addition, several states and the FHLBB provide for 
capital stock associations that are authorized by state charter 
to issue and sell capital stock (sometimes called permanent 
reserve shares, guaranty stock, or guarantee stock) to inves-
tors. This capital stock represents equity capital that cannot 
be withdrawn, and it is not insured by the Federal Savings 
and Loan Insurance Corporation (FSLIC). 
The applicable state laws and regulations vary but usually 
include requirements or restrictions concerning issuance of 
capital stock, such as a minimum amount of initial consid-
eration, the rights of stockholders, or the payment of divi-
dends. Those requirements may be considerably more re-
strictive than requirements generally applicable to other 
corporations. If the meaning and applicability of the regula-
tory requirements are not clear and interpretation is neces-
sary, the auditor should request the association to obtain an 
opinion from an attorney or from the appropriate regulatory 
authority. 
All federal associations are subject to the rules and regu-
lations of the FSLIC (Rules and Regulations for Insurance 
of Accounts), the FHLBB (Rules and Regulations for the 
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Federal Savings and Loan System), and the Federal Home 
Loan Bank system (Regulations for the Federal Home Loan 
Bank System). State-chartered associations are subject to the 
laws and regulations of the state under whose charter they 
operate and, if federally insured, are also subject to the rules 
and regulations of the Federal Home Loan Bank system and 
the FSLIC. Uninsured members of a federal home loan bank 
are subject to the laws and regulations of the state under 
whose charter they operate and the rules and regulations for 
the Federal Home Loan Bank system. 
Some of the rules and regulations governing both federally 
and state-chartered associations pertain to accounting, al-
though the majority of regulations pertain to the maintenance 
of investments, savings accounts, and operations. The inde-
pendent auditor should become familiar with the rules and 
regulations of the applicable supervisory authorities and 
should be informed of current revisions. 
Holding Companies 
In states in which capital stock associations are permitted, 
one or more associations may be owned wholly or in part by 
a company which is not a savings and loan association. Those 
holding companies are subject to regulations, and their 
acquisition of a savings and loan association is subject to prior 
approval by various regulatory authorities. The "Regulations 
for Savings and Loan Holding Companies," contained in the 
Rules and Regulations for Insurance of Accounts set forth 
pertinent regulations relating to the operations of holding 
companies and the acquisition by holding companies of 
insured associations. The regulations define "unitary" (in-
vestment in one savings and loan association), "multiple" 
(investment in more than one savings and loan association), 
and "diversified" (the investment in the savings and loan 
association is relatively immaterial to the group) holding 
companies. The regulations also cover permitted activities of 
holding companies. During the course of the audit of an 
insured association care should be taken to determine that 
any transaction between the association and its parent holding 
company complies with the applicable rules and regulations. 
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Conversions 
The FHLBB has adopted regulations that permit the con-
version of a mutually chartered, federally insured savings 
and loan association into a capital stock association. These 
conversions may only occur in states that permit the operation 
of capital stock associations. 
The regulations relating to the conversion of a federally 
insured association are set forth in the FSLIC Rules and 
Regulations for Insurance of Accounts. The regulations also 
contain extensive accounting requirements applicable to 
accounting and reporting for federally insured savings and 
loan associations. There is also a section that specifies the 
form and content of financial statements to be filed with a 
conversion application, an application for issuance of sub-
ordinated debt, and the periodic filings of publicly held 
savings and loan associations registered with the FHLBB 
under the Depository Institutions Amendments of 1974 Act 
(formerly filed with the Securities and Exchange Commis-
sion (SEC) under the 1934 act requirements). 
Insurance of Savings Accounts 
Associations have various types of savings accounts, as 
authorized by supervisory authorities. These accounts may 
include passbook savings accounts, savings certificates, in-
vestment certificates, withdrawable or repurchasable shares, 
and others. Savers in a federal mutual association, as the 
members of the association, are entitled to one vote for each 
$100 or fraction thereof of the withdrawable value of any 
savings account held by each member. Each borrower mem-
ber may cast one vote as a borrower. No member may cast 
more than 400 votes. In some states, the savers in capital 
stock associations are also members with similar voting rights; 
in others, the savers have a creditor relationship. 
The savings accounts of all federal savings and loan asso-
ciations are required to be insured by the FSLIC under Title 
IV of the National Housing Act, as amended. Other eligible 
savings and loan, building and loan, homestead associations, 
and cooperative banks may also obtain such insurance from 
the FSLIC. 
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Basis of Accounting 
The accrual basis of accounting is the only acceptable basis 
of accounting under generally accepted accounting principles 
for business enterprises. Regulations of the FHLBB require 
that insured institutions, with certain exceptions, prepare 
their financial statements on the accrual basis of accounting. 
The auditor may, however, encounter other bases of ac-
counting, such as the cash and the modified accrual bases. 
Under the modified accrual basis, an association may record 
certain items, such as interest income from investments and 
interest expense on borrowed money, on the accrual method, 
whereas other items of income and expense may be recorded 
on the cash basis. If there are material variations from 
generally accepted accounting principles caused by the basis 
of accounting, the independent auditor should be guided by 
the provisions of SAS no. 14, Special Reports. 
independent Audits and Supervisory Examinations 
Under Rules and Regulations for Insurance of Accounts, 
all federal associations and state-chartered associations whose 
accounts are insured by the FSLIC are subject to examination 
by the Office of Examinations and Supervision (OES) of the 
FHLBB. Frequently, joint examinations of state-chartered 
associations are made by OES and by the state regulatory 
authority that examines and supervises such associations. 
The scope of state supervisory examinations of state-char-
tered associations that have independent audits varies from 
one state to another. It is not practical to cover the policy of 
each state in this guide; however, in some states the policies 
are quite similar to that of federal authorities. 
Regulations of the FHLBB require that each insured in-
stitution be audited at least once in each calendar year by 
auditors and in a manner satisfactory to the FSLIC. (In a few 
prescribed circumstances, this requirement may be waived.) 
The audit requirement is satisfied if the audit is conducted 
by independent public accountants or, if specified conditions 
are met, by internal auditors. The independent auditor should 
be thoroughly familiar with the rules and regulations of the 
FHLBB regarding audits of insured institutions. Present 
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regulations deal with such matters as requirements for audits, 
qualifications of public accountants, independence of public 
accountants, and reports of audits. A publication entitled 
Federal Home Loan Bank Board Annotated: Manual of 
Statutes and Regulations (3d ed., 1976) is available from the 
Superintendent of Documents, U.S. Government Printing 
Office, Washington, D.C. 20402. Order forms are available 
from the district director—examinations of each FHLBB 
district. 
The OES makes a supervisory examination (as distin-
guished from an audit) principally to ascertain whether an 
association is operated soundly and in accordance with the 
applicable laws and regulations. To accomplish the objective 
of the supervisory examination, the examiners usually do not 
perform all of the audit procedures required by generally 
accepted auditing standards to express an opinion on financial 
statements. 
The OES of the FHLBB has published informative bul-
letins setting forth certain requirements regarding audits of 
insured institutions. Public Accountant (PA) bulletins issued 
by the OES prescribe certain standards for the audits of 
federally insured associations. 
The FHLBB also issues series of memoranda designated 
"R" and "T." The Office of General Counsel (OGC) of the 
FHLBB issues opinions and interpretations. The "R" mem-
oranda cover instructions to the FHLBB staff and supervisory 
agents relating to rules and regulations, interpretations and 
opinions, statements of policy, and other matters that affect 
the general public. The "T" series deals primarily with 
technical matters and may apply to only a relatively limited 
number of institutions. 
Copies of the current FHLBB statements of accounting and 
auditing policies and PA bulletins can be obtained from the 
district director—examinations in each FHLBB district. 
The American Bar Association has published a Handbook 
of Savings and Loan Law which contains a description of the 
applicable laws relating to savings and loan associations, 
together with suggested references. Copies may be obtained 
from the American Bar Association, 1155 East 60th Street, 
Chicago, Illinois 60637. 
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Chapter 2 
Auditing-General 
Planning the Audit 
Thorough planning is important to the successful exami-
nation of the financial statements of a savings and loan 
association. The general information needed for this purpose 
is usually developed by a preliminary review of financial 
information and data and should include a review of regu-
latory reports and correspondence received by an association 
from federal and state authorities. Statement on Auditing 
Standards no. 22, Planning and Supervision, should be con-
sulted to obtain general guidance on audit planning. 
Examples of the types of information that may be assembled 
and the arrangements to be considered when planning the 
audit include: 
1. General 
Engagement letter (including FHLBB and other regu-
latory requirements) 
Location of offices 
Office hours of employees 
Hours opened to the public for business 
Audit personnel requirements—interim and year end 
Letters of accreditation for audit personnel 
Types of teller posting machines and other bookkeeping 
or data processing equipment 
Daily closeout procedures 
Audit confirmation supplies 
2. Internal Accounting Control 
Preliminary evaluation—procedure manuals and orga-
nization charts 
Preliminary evaluation—main office and branches 
Preliminary evaluation—data processing installations 
(including service bureaus) 
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3. Cash 
Number of tellers 
Number of bank accounts 
Approximate volume of receipts and disbursements 
(number of transactions), etc. 
Number and location of cash funds (other than teller 
funds) 
4. Control of Cash Equivalent Items 
Location of securities 
Location of consigned items, such as savings bonds, 
travelers checks, etc. 
5. Loans 
Number of accounts by major classes of loans 
Loans and participations purchased or sold 
Location of detail and control accounts 
Location of all collateral and supporting documentation 
6. Savings Accounts 
Types of accounts offered 
Number of accounts 
Location of detail and control accounts 
Interest payment dates 
Accounts which request "no correspondence" 
Dormant account procedures 
7. Other Items 
Parent of the association 
Subsidiaries of the association, service corporations, 
joint ventures, and real estate development projects 
Major accounting policies 
Related parties 
Types of borrowed funds: 
FHLB advances, subordinated debt, mortgage backed 
bonds, bank loans, etc. 
Timing of the Audit 
The FHLBB requires that each federally insured associa-
tion be audited at least once in each calendar year. Two 
copies of the auditor's report must be furnished to the 
FHLBB. Generally, the date of the independent audit does 
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not need to coincide with the fiscal year end of the association; 
however, the audit period must cover twelve calendar months. 
The audit date may be agreed upon with the association, but, 
in many cases, the independent auditor can time the audit to 
avoid conflict with the federal and state examinations. The 
independent auditor should notify the appropriate supervi-
sory authorities well in advance of the proposed commence-
ment date of the independent examination. Timing of the 
audit also may be affected by an association's plans for 
changes in personnel, office space, and accounting systems 
or equipment. 
Reconciliation of Net Worth. The FHLBB also requires 
that the notes to the financial statements submitted to it 
include a reconciliation of net worth reported in the audited 
financial statements, with the net worth reported in other 
reports to the FHLBB as of the same date. A separate 
reconciliation schedule is usually acceptable for this purpose. 
Other Regulatory Audit Considerations. Federally in-
sured associations are required to submit periodic reports to 
the FHLBB. Usually state-chartered associations are required 
to submit, at least annually, a report to state authorities. 
The rules and regulations of various state supervisory 
authorities should be reviewed to determine whether an 
independent auditor's opinion on financial statements is 
required in annual reports filed by a state association with 
state supervisory authorities. Holding companies are subject 
to reporting requirements of the FHLBB and may be subject 
to the reporting requirements of the SEC. Associations may 
be subject to federal securities laws, and in certain cases the 
FHLBB has the authority to administer and enforce those 
laws. 
The independent auditor should ascertain the requirements 
of federal and state supervisory authorities regarding the time 
for submitting reports. The independent auditor's reports 
should be rendered to the association and the association 
should submit the required copies to the appropriate super-
visory authorities. 
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Initial Audit Procedures 
To the extent possible, audit procedures should be executed 
with a minimum of disruptions in an association's regular 
routine. Therefore, before beginning the audit, consideration 
should be given to assembling the staff assigned to the 
engagement and briefing it in regard to particular audit 
requirements. Specific assignments may also be made. 
Letters of accreditation should be obtained from the asso-
ciation to assure that the auditor's personnel can gain access 
to each association office when the field work is begun. Upon 
entering the association, the letters should be presented. If 
a surprise examination of selected key areas is conducted, 
control over the areas should be established immediately. 
The extent of control should be determined before starting 
the field work, based on the auditor's understanding of the 
internal accounting controls inherent in the system and the 
materiality of items involved. A listing of several areas in 
which immediate control should be considered includes cash 
on hand, investment securities and consigned paper on hand, 
passbooks and certificates held as collateral for loans on 
savings accounts, and subsidiary ledgers of loan and savings 
accounts. If necessary, securities and reserve or vault cash 
may be sealed to be counted later. Audit personnel should 
determine that the totals of loan and savings subsidiary 
ledgers are in agreement with the general ledger control 
accounts. At completion of the subsidiary ledger work, con-
firmation requests may be prepared. Early in the audit, 
personnel in charge of the various segments of the audit work 
should begin an evaluation of the internal accounting controls 
and note significant weaknesses that may require modifica-
tions of auditing procedures. 
Internal Accounting Control 
The second standard of field work states "there is to be a 
proper study and evaluation of the existing internal control 
as a basis for reliance thereon and for the determination of 
the resultant extent of the tests to which auditing procedures 
are to be restricted." This section is intended to assist the 
auditor in complying with the second standard as it applies 
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to the study and evaluation of internal accounting controls in 
savings and loan associations. 
The nature of the audit procedures selected, their timing, 
and the extent of their application will depend to a consid-
erable extent on the degree of reliance the independent 
auditor intends to place on the system of internal accounting 
control. The auditor's study and evaluation of the system of 
internal accounting control, as a basis for determining the 
scope of the work, involves both the initial inquiry necessary 
to ascertain the association's procedures and such further 
investigations, tests, and inquiries during the audit as may 
be necessary to evaluate compliance with established internal 
accounting control procedures—that is, whether the controls 
are functioning as represented. 
Section 320 of Statement on Auditing Standards no. 1 (SAS 
no. 1) amplifies and clarifies the application of the basic 
concepts and rationale included in the second standard of 
field work as guidance to proper study and evaluation of 
internal accounting control. The existence of an internal audit 
function may affect the study and the evaluation of internal 
accounting control. The auditor should be familiar with SAS 
no. 9, The Effect of an Internal Audit Function on the Scope 
of the Independent Auditor's Examination. 
Internal accounting controls over cash, consigned items, 
loans receivable, securities owned, savings accounts, escrow 
accounts and advances for taxes and insurance, and the 
handling of transactions related to these items are of particular 
importance in savings and loan associations. For example, 
cash-handling functions should be segregated, to the extent 
practicable, from related record-keeping responsibilities. Ad-
equate controls should be established over savings accounts, 
including inactive accounts, and over lending procedures, 
including loan approvals, appraisal reports, document con-
trol, and the disbursement of loan proceeds. 
Many associations utilize some form of electronic data pro-
cessing (EDP) system. These systems may be operated solely 
by an association, shared on a cooperative basis with others, or 
provided by an independent organization supplying specific 
data processing services for a fee. The auditor should study 
and evaluate the internal accounting control features of the 
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EDP system as he does other features of internal accounting 
control over the association's operations. The effect of EDP 
systems on auditing procedures is discussed in the section 
entitled "Auditing and EDP Systems." 
Some associations are initiating procedures for specialized 
activities, such as direct deposit of social security checks, 
handling customers' transactions through point-of-sale ter-
minals which utilize plastic cards, and payments to third 
parties authorized by savers. The auditor should study related 
internal accounting controls over such activities and evaluate 
those controls as a basis for determining the nature, extent, 
and timing of audit tests to be applied in the examination. 
In evaluating internal accounting controls, the independent 
auditor should also be familiar with the FHLBB regulatory 
pronouncements on conflicts of interest and should examine 
the corresponding policy established by the association. The 
results of the association's most recent efforts to determine 
adherence to such policy and regulations should be reviewed. 
In addition, the auditor should be familiar with SAS no. 6, 
Related Party Transactions. This statement provides guid-
ance on how to identify related party transactions when 
performing an examination and to satisfy the auditor about 
the substance of, and accounting for, such transactions. 
Adequate fidelity bond coverage and an accounting system 
with appropriate internal accounting controls are essential 
elements in minimizing losses and discouraging irregularities 
and illegal acts. Although the objective of an independent 
auditor's examination is to support an opinion on the financial 
statements, it may also assist in minimizing losses and 
discouraging irregularities and illegal acts. In this regard, the 
auditor should be familiar both with the guidelines set forth 
in SAS no. 16, The Independent Auditor's Responsibility for 
the Detection of Errors or Irregularities and SAS no. 17, 
Illegal Acts by Clients and with regulatory requirements. 
If the independent auditor's evaluation of internal account-
ing control, made for the purpose of determining the nature, 
timing, and extent of audit tests, reveals material weaknesses 
in the system, the FHLBB and SAS no. 20, Required Com-
munication of Material Weaknesses in Internal Accounting 
Control, require that such weaknesses be reported to the 
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association. The FHLBB requires that recommendations also 
be made for procedural changes to strengthen existing inter-
nal accounting control. A letter or report to the association 
concerning such recommendations must be filed by the 
association with the FHLBB district director—examinations. 
Some states have similar requirements. 
Confirmation Procedures 
Many of an association's significant accounts may be sub-
ject to confirmation procedures. They include the following: 
1. Cash in banks. 
2. Investments and securities held in safekeeping by 
others or held by others as collateral for loans or 
advances. 
3. Loan accounts, including accounts previously written 
off. 
4. Loans serviced by and for others. 
5. Real estate sold on contract. 
6. Savings accounts. 
7. Advances from the FHLB and other borrowed money. 
8. Consigned items, such as savings bonds and travelers 
checks. 
9. Advance payments from borrowers for taxes and in-
surance. 
10. Commitments (loans, securities, etc.). 
11. Customers' securities held in safekeeping. 
The techniques followed in carrying out confirmation pro-
cedures for a savings and loan association should not differ 
from those used in other audit engagements and should 
include the following: 
1. Agreeing the total of the listings of accounts from which 
the confirmation selection is made with the control 
account. 
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2. Agreeing data on the confirmation requests with the 
association's records. 
3. Maintaining control of the requests until mailed in 
envelopes with the auditor's return address. The mailing 
may include return envelopes addressed to the auditor. 
4. Mailing second (and, in some cases, third) requests 
when positive confirmations are used on accounts for 
which replies have not been received and performing 
alternative procedures on accounts for which no replies 
are received. 
5. Reconciling differences and clearing exceptions re-
ported on replies. 
6. Reviewing the results of confirmation requests to de-
termine, among other things, if any significant weak-
nesses in internal accounting control have been dis-
closed and whether additional audit procedures should 
be applied. 
7. Completing documentation in the working papers of all 
confirmations sent, exceptions noted, and the resolution 
of the exceptions. 
Application of Statistical Sampling 
In audits of savings and loan associations, a number of 
auditing procedures lend themselves to statistical sampling. 
They include tests of transactions to determine compliance 
with specified internal accounting control procedures and 
substantive tests of balances, such as tests of savings and loan 
accounts. The auditor may consider using statistical sampling 
in these and other areas. 
To provide guidance to auditors who want to use statistical 
sampling, section 320 of SAS no. 1 includes two appendices. 
Section 320A, "Relationship of Statistical Sampling to Au-
diting," provides a discussion of matters to be considered in 
applying statistical sampling and in correlating its use with 
other aspects of an audit. Section 320B, "Precision and Re-
liability for Statistical Sampling in Auditing," provides guid-
ance to the auditor who has decided to use statistical sam-
pling. It includes discussion and examples that are intended 
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to aid an auditor's judgment in determining precision and 
reliability for statistical sampling. 
Auditing and EDP Systems 
The use of electronic data processing equipment in busi-
ness does not in any way affect the objective of the audit. 
However, organizational and control procedures used in 
electronic data processing may differ from those used in 
manual or mechanical data processing, and audit procedures 
applied to accounting records maintained on EDP equipment 
may vary from those applied to records maintained manually 
or on mechanical equipment. This guide does not discuss 
the effects of EDP on an audit. If EDP processing is signif-
icant, SAS no. 3, The Effects of EDP on the Auditor's Study 
and Evaluation of Internal Control, provides useful guid-
ance. That statement provides guidance to assist an inde-
pendent auditor in evaluating the system of internal account-
ing control as a basis for determining the nature, extent, and 
timing of audit procedures. In addition, the AICPA has issued 
an audit guide, The Auditor's Study and Evaluation of Inter-
nal Control in EDP Systems, which should also be consulted. 
Also, if applicable, consideration should be given to the 
AICPA publication, Audits of Service-Center-Produced Rec-
ords. That audit guide applies to significant accounting 
applications that are processed at computer centers and 
bureaus servicing savings and loan associations. Appendix C 
of that guide presents a case study illustrating a review of a 
service center where financial data for many savings and loan 
associations are processed with standardized programs. The 
FHLBB issues bulletins discussing certain requirements for 
auditing in an EDP environment. 
Branch Offices 
Federal regulations provide that a branch office must be 
directed from its home office and that generally the home 
office shall maintain control records of all business transac-
tions at each branch. However, detailed records of all of its 
transactions may be kept at each branch. 
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The audit program may be the same for a branch office as 
for the main office of the association and, in many instances, 
the examination of the branch offices will be undertaken 
simultaneously. Associations with branch offices use one of 
three general systems of accounting: 
1. A centralized system in which the home office maintains 
all primary and subsidiary ledgers, including individual 
savings and loan ledgers for the branch office accounts. 
2. A decentralized system in which the branch office 
maintains its own general and individual account ledgers 
as if it were a separate association. 
3. A system that is partially centralized and partially de-
centralized. 
The extent of the independent auditor's examination of 
branch office accounts and supporting detail will depend on 
the accounting system used and the effectiveness of the 
system of internal accounting control. Cash and securities 
counts, confirmation programs, and balancing of various 
subsidiary ledgers usually are conducted simultaneously at 
all locations if there are only a few branch offices or if the 
system of internal accounting control is not considered ade-
quate. However, if the auditor believes the internal account-
ing control over branch offices is satisfactory, audit procedures 
may be applied to selected branch offices at various times 
before completing the examination. 
Charter, Bylaws, and Minutes 
Charters for federal savings and loan associations are issued 
by the FHLBB. The form of bylaws of such associations is 
also prescribed by the FHLBB. For state associations, the 
form of charter and bylaws is established by the state regu-
latory authority. 
The requirements of the charter and bylaws should be 
reviewed at the start of the audit. The audit program should 
include procedures that may be necessary to determine 
compliance with charter and bylaw requirements that may 
have a material effect on the financial statements. 
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Minutes of the meetings of the directors, committees of 
directors, operating committees, and the members or stock-
holders should be read, and items that may have a significant 
effect on the financial transactions of the association should 
be noted. The independent auditor should then determine 
whether material transactions included have been executed 
and recorded in accordance with the minutes and whether 
the minutes are approved. 
In addition to items usually included in corporate minutes, 
the minutes of an association in most cases include approvals 
of loans, transactions in real estate acquired by foreclosure 
or for investment, transfers to and from general reserves and 
income tax reserves, purchases and sales of securities, the 
borrowing of funds from the FHLB or other sources, author-
ization and designation of terms of certain types of savings 
accounts, and interest rates on savings accounts. 
Important transactions or matters that require action by the 
directors, the members, or the stockholders (under the charter, 
the bylaws, or established practice), but that are not covered 
in the minutes, should be called to the attention of the proper 
officers for appropriate action. If the matters involved may 
have a material bearing on the financial statements, the 
independent auditor should be satisfied that appropriate 
action is taken before releasing the audit report. 
Compliance With Supervisory Regulations 
The independent auditor should test compliance with 
supervisory rules and regulations that might materially affect 
the association's financial position or its results of operations. 
Certain regulatory requirements that may affect the financial 
statements are measured periodically throughout the year. 
The independent auditor should ascertain that the association 
has a system to monitor compliance with those regulations 
and review one or more periods of the association's files to 
determine whether the association's system is functioning 
properly. Responsibility to comply with supervisory rules 
and regulations rests with management; accordingly, the 
auditor should report to appropriate officers any failure to 
comply with rules and regulations that come to his attention 
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during the conduct of his examination. However, if the 
auditor encounters significant failures to comply with rules 
and regulations, he should consider communicating his find-
ings to the board of directors, or its audit committee, if 
applicable (see SAS no. 17, Illegal Acts by Clients). 
Associations that have been chartered by the various states 
as either stock or mutual associations are subject to regulation 
by the states in which they are chartered. State regulatory 
requirements and FHLBB requirements may differ. Also, it 
has been noted that practices of the FHLBB districts may 
vary. Care should be taken to review compliance with the 
respective requirements of the FHLBB, the FHLBB district, 
and the states in which the association operates. 
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Chapter 3 
Accounting Principles and Auditing 
Procedures 
Cash 
The procedures used to test cash transactions and balances 
in savings and loan associations are essentially the same as 
those used in any other business entity. 
If it is appropriate to conduct surprise cash counts, it may 
be advisable for the independent auditor to obtain advance 
permission to make such counts during the year. To make a 
surprise count of cash, the independent auditor should assign 
sufficient staff to control, count, and reconcile the cash with 
the control accounts. Simultaneous control should be main-
tained over negotiable securities until a satisfactory account-
ing has been made for both cash and securities. Consideration 
should be given to reconciling or examining the reconcilia-
tions of bank accounts in connection with the cash counts in 
addition to the examination of reconciliations made during 
the audit. Undeposited receipts on hand at the time of the 
cash count should be controlled until deposited. Any items 
included in the deposit that are subsequently returned "un-
paid" should be investigated. 
The independent auditor should identify, through prelim-
inary investigation, current inquiry, and observations, other 
items to be controlled while the cash count is under way. 
The auditor should be alert to possible concealment of a 
material cash shortage by conversion or substitution of se-
curities or other assets. The independent auditor may find 
unrecorded receipts, escrow funds, unissued government 
bonds, money orders, travelers checks, or other items that 
he should control. Confirmation of the inventories of savings 
bonds, money orders, travelers checks, and similar items 
usually should be obtained. 
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Some associations delegate the disbursement of mortgage 
loan settlement funds to agents or trustees. The independent 
auditor should be satisfied that the procedures used by the 
agents or trustees provide that funds advanced by the asso-
ciation are recorded, deposited and disbursed as intended. 
The auditor should also establish, by confirmation or by 
count, the amount of cash funds held by a trustee or an agent 
for the account of the association at the audit date. 
Investments in Securities 
Securities may be held for investment or, in certain in-
stances, in a trading portfolio. The types and amounts of 
securities are often determined by the board of directors or 
by investment committee action. The securities may be on 
hand, with a safekeeping agent, awaiting delivery, or pledged. 
In addition to regular purchases and sales of investment 
securities, an association may also sell securities short, make 
commitments for future purchases, obtain borrowed funds 
through the use of securities sold under agreements to 
repurchase (repos), engage in swaps and arbitrage transac-
tions, or act as an agent or dealer. Transactions in mortgage 
futures are discussed on page 23, "GNMA Futures Transac-
tions." 
Securities on hand should be counted or placed under 
control at the time of the cash count. Securities held by a 
safekeeping agent should be confirmed with the agent. When 
securities are in an independent safe deposit box, the count 
can be made within a reasonable period before or after the 
cash count date, provided arrangements have been made in 
advance with the safe deposit company to furnish the inde-
pendent auditor with a letter stating that there was no access 
to the box in the intervening period. 
All stock certificates and registered bonds should be in the 
name of the association or, if they are in the names of others, 
they should be properly endorsed or accompanied by a power 
of attorney. When counting coupon bonds, it should be 
determined that unmatured coupons are intact. 
Transactions during the audit period should be test checked 
against broker or dealer invoices, advices or other supporting 
data, and appropriate minutes for approval. Where appropri-
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ate, the certificate numbers of the securities owned should 
be test checked with the record of security purchases and 
sales. 
Savings and loan associations that are members of the 
FHLB system are required to maintain a specified investment 
in shares of FHLB stock. The independent auditor should 
obtain confirmation from the district FHLB of the stock 
owned in compliance with this requirement. The dollar 
amount of these shares should be compared with the asso-
ciation's general ledger. 
Federal and state regulations restrict the types of invest-
ment securities that may be purchased by savings and loan 
associations. The independent auditor should be familiar 
with such regulations. In some jurisdictions, savings and loan 
associations may be permitted to invest in equity securities. 
In those instances, the provisions of FASB Statement no. 12, 
Accounting for Certain Marketable Securities, and related 
interpretations apply. 
In the majority of the situations, savings and loan associa-
tions invest in debt (primarily United States government) 
securities. Therefore, in most instances, investments made 
by savings and loan associations are in securities that have 
been excluded from the provisions of FASB Statement no. 
12. The following discussion on accounting for securities 
pertains to those excluded investments. 
Securities should be recorded at cost, including expenses 
incident to acquisition. Premiums and discounts should be 
amortized against investment income. The "interest" method 
as described in APB Opinion no. 21 is the preferable method 
for amortization of premiums and discounts, and the period 
of amortization usually should extend to the security's ma-
turity date. If the obligation has been issued with a call date 
falling before maturity, premiums should be amortized to the 
earlier call date, while discounts should be amortized to 
maturity. 
A parenthetical disclosure of market values should be made 
in the financial statements or the notes. Securities that are 
pledged for bank borrowing or other purposes should be 
disclosed in the financial statements or the notes. 
Market values of individual securities should be obtained 
from published quotations or other independent sources and 
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compared with their carrying amounts. Since changes in the 
market price of government obligations are usually related 
to fluctuations in interest rates, no allowance for a decline 
ordinarily is necessary if management intends to and has the 
ability to hold the securities to maturity. If a decline in market 
value of securities is judged to be temporary, the parenthetical 
disclosure of market values in the financial statements or the 
notes is adequate. However, if it is probable that the amortized 
cost will not be realized at maturity (permanent impairment) 
the estimated loss should be recognized by charging current 
operations and reducing the carrying amount of the invest-
ment. 
In determining whether there is a permanent impairment, 
an association should consider various factors, including 
management's intentions, its ability to hold until maturity, 
supervisory directives, regulatory requirements, and other 
circumstances. A reduction in the carrying amount of the 
investment because of permanent impairment should be 
considered to establish a new cost basis. Market recoveries 
in subsequent periods, if any, should not be recognized until 
realized upon sale or other disposition. 
Losses not previously recognized and gains from security 
transactions should be recorded in the statement of operations 
for the period in which securities are sold or are otherwise 
disposed. 
A savings and loan association may loan cash to a member 
bank of the Federal Reserve System. Such loans are com-
monly referred to as "federal funds." Ordinarily, such loans 
are for one day only, with the lending association regaining 
its funds on the business day following the loan. If material, 
the amount of such loans should be disclosed separately in 
the financial statements. 
An association may invest in short-term repurchase agree-
ments, commonly referred to as "repos." These transactions 
represent purchases of securities on a short-term basis under 
agreements whose terms provide that the sellers will repur-
chase the securities within a very short period of time, usually 
a few days. If material, these investments should be disclosed 
separately in the financial statements. 
An association may also borrow under repurchase agree-
ments, commonly referred to as "reverse repos." In substance, 
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these arrangements represent borrowings collateralized by 
the related securities. When funds are borrowed under this 
arrangement, a liability should be established for the amount 
of the proceeds. The investment security account should not 
be relieved of the collateral securities. Interest on reverse 
repos should be reported as an expense and not shown net 
of interest income. 
Associations may sell securities short. A liability should be 
established equal to the proceeds from the short sale. A loss 
should be recorded if the securities that must be acquired to 
complete the short sale have a market price greater than the 
proceeds of the short sale. No gain should be recorded until 
the short sale is completed. 
If the association owns securities identical to those it has 
sold short, referred to as "short sales against the box," the 
transactions should be treated as complete for accounting 
purposes, and gains or losses recognized accordingly. If the 
association subsequently purchases the securities to be deliv-
ered in satisfaction of the short sale, the price of the new 
purchases should be recorded as the cost of the investment 
securities. 
Investments in Mortgage-Backed Securities, GNMA 
Futures, and Loans 
Investments in Mortgage-Backed Securities 
Mortgage-backed securities in the form of bonds and "pass 
through" certificates are becoming a common vehicle to 
facilitate the secondary mortgage market. Such securities 
provide a means for associations to invest available funds in 
easily transferable packages of real estate loans or to sell such 
packages to generate needed cash. 
Bonds are issued with a fixed principal balance and a stated 
interest rate for a definite term. These securities are issued 
by the Federal National Mortgage Association (FNMA) and 
are authorized for issuance by the Government National 
Mortgage Association (GNMA). Bonds of this type are secured 
by mortgage loans (both conventional and government guar-
anteed) and provide for periodic interest payments. The 
principal balance is due at maturity. Such bonds should be 
classified as investment securities. 
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Pass-through certificates guaranteed by GNMA are issued 
by associations that pool qualifying loans (currently VA and 
FHA mortgage loans) of equal interest rate and approximately 
the same maturities. The certificates are issued with a stated 
minimum principal amount and a fixed interest rate on the 
unpaid principal. (The Federal Home Loan Mortgage Cor-
poration issues similar participation certificates.) Such certif-
icates are amortized by the repayment of a fixed amount of 
principal and interest over the term of the certificate. The 
issuer maintains records of security holders and remits prin-
cipal and interest payments monthly. Additionally, a pro rata 
return is distributed to the holders in the event of a loan 
principal prepayment or payoff. The issuance of the certifi-
cates is similar to the conventional mortgage servicing ar-
rangement. When the certificate is sold to a third party, a sale 
of the pool of mortgages backing the security is deemed to 
have taken place. A resulting gain or loss on the sale should 
be recognized at the time of the sale. 
Investments in pass-through certificates have some char-
acteristics common to investment securities; however, they 
more closely approximate a participating interest in real 
estate loans. Accordingly, an investing association should 
account for those investments in a manner consistent with 
other participating interests in real estate loans. A premium 
or discount should be amortized to provide for a substantially 
constant yield over the expected term of the related loans 
(that is, the period approximating the estimated average life 
of the loans in the pool). 
The Internal Revenue Service has ruled that mortgage-
backed securities issued in the form of "pass-through" cer-
tificates owned by a savings and loan association qualify as 
"loans secured by an interest in real property" for purposes 
of the tax definitional requirements and as "qualifying real 
property loans" for purposes of the bad debt deduction 
provisions. 
GNMA Futures Transactions 
Some savings and loan associations may engage in trans-
actions in the GNMA futures market operated by the Chicago 
Board of Trade. Federally chartered associations must comply 
23 
with regulatory requirements including a prohibition against 
speculation in the futures market. Associations may hedge 
against price risk by buying (long hedge) or selling (short 
hedge) futures contracts to offset transactions in the cash 
market. Except for recording margin deposits, no accounting 
entry is generally required until the futures contract is closed. 
Realized gains and losses on closed futures transactions 
should be matched to the related cash market transactions. 
Accordingly, if an association hedges to protect itself against 
sales in the cash market, the gain or loss from the futures 
contract should be reflected as part of the gain or loss on the 
loans sold in the cash market. If an association has entered 
into a futures contract to hedge against sales of loans in the 
cash market, write-downs to market of loans held for 
sale may be confined to the unhedged portion of the loan 
inventory. 
Gains or losses from futures contracts entered into to hedge 
against price fluctuations in originating or purchasing loans 
for investment should be deferred and amortized over the 
expected life of the related loans. 
Since savings and loan associations are only permitted to 
engage in hedging rather than speculation in futures contracts, 
such contracts should be treated as closed at any time it 
becomes known that the expected cash transactions will not 
occur, and the futures contracts should be carried at market 
thereafter. If a futures contract is not closed at the time the 
transaction takes place in the cash market, the rollover of the 
futures contract should be marked to market and adjusted to 
market at each financial reporting date. Thereafter, futures 
contracts that do not represent positions taken as hedges 
against price fluctuations in originating, purchasing or selling 
loans should be adjusted to market at each financial reporting 
date. 
The auditor should study and evaluate internal accounting 
controls over mortgage futures activities, including authori-
zation of transactions, separation of duties, and adequacy of 
records. Other audit procedures should include confirmation 
of open contract terms and amounts, examination of support 
for completed transactions, and determination that closed 
and open contracts have been properly accounted for. 
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Loans 
The various types of loans made by associations are dis-
cussed in the following paragraphs. The auditing procedures 
applicable to loans in general are discussed under "Auditing 
Loan Accounts." 
Mortgage Loans. The principal business activity of sav-
ings and loan associations is supplying money for mortgage 
loans secured by real estate. The various supervisory authori-
ties place many restrictions on such loans. These restrictions 
include, but are not limited to, matters such as loan-to-value 
limits, authorized lending areas, loans to one borrower, 
loans to officers, directors, or employees of associations, and 
the aggregate amount of loans on certain types of properties. 
In addition, associations must follow certain rules of invest-
ment in mortgage loans to qualify for the federal income tax 
benefits afforded savings and loan associations. Furthermore, 
an association's board of directors often adopts additional 
limitations. The independent auditor should be generally 
familiar with lending rules, regulations, and policies and 
should bring to the attention of management any apparent 
noncompliance. 
Construction Loans. There are two principal types of 
construction loans, although variations may be encountered. 
One type is a loan to the owner of the property during the 
construction period only, with long-term financing arranged 
with a lender other than the association. The second type is 
a loan granted to finance the owner-builder during the 
development of one or more real estate parcels; when the 
real estate is sold, the loan is converted to a long-term 
mortgage loan either through an assumption agreement with 
the purchaser or through a new loan. On an assumption, the 
owner-builder who was the original obligor usually is re-
leased from secondary liability. 
As construction progresses, requests are made by the 
builder for disbursement of portions of the loan proceeds. 
The project should be inspected by the association to deter-
mine that construction has progressed to the point permitting 
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the disbursements requested. The builder generally obtains 
waivers of lien from subcontractors and materials suppliers 
before disbursements are made by the association. 
Auditing procedures should be adapted to the variety of 
construction lending practices. The independent auditor 
should review the association's policies and procedures re-
garding construction loans and make tests of origination, 
approval, inspection, and disbursement procedures. The aud-
itor should recommend that associations prepare operations 
manuals setting forth policies and procedures. Such manuals 
are beneficial in the administration of loan operations and 
assist the independent auditor in carrying out an examination 
of lending procedures. 
The independent auditor should be satisfied that manage-
ment is evaluating the loans regularly and is providing for 
losses in accordance with the provisions of FASB Statement 
no. 5. Construction loans frequently involve high risks and 
deserve careful evaluation in considering an association's 
loan loss allowance. Many builders operate with minimum 
permanent capital and some keep poor records. Given this 
combination of factors and others, some builders overextend 
their lines of credit. A builder may incur losses in a project 
before he is aware of the losses, or the builder may have 
difficulty selling homes and thereby fail to generate funds 
needed to complete other homes already under construction. 
The auditor should be alert to overconcentration of loans on 
large real estate developments when homes are not being 
easily sold. When losses or delinquencies arise on loans 
secured by real estate developed by a builder, the auditor 
should review other loans granted to the same builder. 
Similarly, if losses arise or delinquencies occur on loans 
secured by real estate concentrated in one location, the 
auditor should review loans on other properties in the 
location. 
The independent auditor should consider visiting selected 
sites to confirm the existence of the buildings under construc-
tion and to observe their progress toward completion. He 
should then compare his own observations with the associ-
ation's inspection reports and the builder's completion re-
ports. In some circumstances the independent auditor should 
26 
consider obtaining an independent evaluation of the status 
of construction (see SAS no. 11, Using the Work of a Specialist). 
Any apparent variances should be examined further and 
discussed with the appropriate officials of the association; 
provisions should be made for possible losses. See the section 
entitled "Accounting for Real Estate Acquired Other Than 
by Troubled Debt Restructurings" for a discussion of provi-
sions for losses and evaluation of allowances. 
Land Development Loans. Development refers to install-
ing improvements on unimproved land in order to make 
building sites ready for construction. Land development 
loans include (1) loans on developed building lots, (2) loans 
to finance the acquisition and the development of unimproved 
land, and (3) loans on unimproved land. If an association is 
permitted by regulation to make loans on unimproved land, 
land held by the association for development may be sold to 
builders with a view toward generating a demand for con-
struction and long-term mortgage loans. 
Property Improvement Loans. Associations may make the 
following types of property improvement loans: FHA-insured 
loans, VA-guaranteed loans, and uninsured loans. These loans 
are for the purpose of financing alterations, repairs, and 
improvements to real property. They are usually made on a 
monthly amortization basis and are generally unsecured. 
However, associations occasionally require collateral and 
frequently a lien will be recorded in the public records. VA-
guaranteed improvement loans are rarely encountered. Loans 
made during the period under examination should be tested 
for compliance with the association's established policies. 
Associations holding property improvement loans may have 
acquired them from building material and supply companies 
or other parties. Dealer-originated loans usually are pur-
chased without recourse. However, if the loans are not 
insured, the association may require a dealer reserve and, in 
addition, may hold back a portion of the proceeds until the 
loans are paid down to a certain amount. Losses the associ-
ation sustains on these loans are generally charged against 
the dealer's reserve and holdback accounts. Confirmation of 
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reserves and holdbacks should be considered, and charges 
to such accounts should be reviewed to determine whether 
they are in accordance with the terms of dealer agreements. 
Loans paid off before maturity should be tested to determine 
whether the rebates allowed conform to the association's 
policies and FHA regulations, if applicable. 
The required documentation for property improvement 
loans generally is as follows: (1) a note, endorsed if appro-
priate, (2) a completed loan application executed by the 
borrower, (3) a contractor's completion report executed by 
the contractor or the borrower, or both, (4) an FHA insurance 
report, if applicable, (5) a credit report, (6) a truth-in-lending 
statement, and (7) evidence of additional collateral, if any. 
Other than the FHA insurance report, and, sometimes, con-
tractors' completion reports, the documents required for 
uninsured loans are similar to those required for insured 
loans. 
Loans on Savings Accounts. Associations are permitted to 
loan money to savers on the security of their savings accounts. 
The form of the note varies among associations. However, it 
usually contains an assignment of collateral and a clause to 
the effect that the association has the right to withdraw from 
the collateral savings account the loan amount due on maturity 
or on failure to carry out terms of the note. Assignment of the 
savings account as collateral may be by an executed restrictive 
withdrawal slip. 
The collateral should be maintained under control since 
unrestricted access to the passbooks or certificates may pro-
vide an opportunity for unauthorized withdrawals. It is also 
important that the individual savings account records clearly 
designate the pledged status. 
In addition to the auditing procedures applicable to loans 
in general as discussed under "Auditing Loan Accounts," the 
independent auditor should review the method of granting 
loans on savings accounts and the nature of the internal 
accounting controls in effect, and selectively test the account 
balances to determine that they are sufficient to secure the 
loans. 
Education Loans. Education loans are generally unse-
cured loans to students or their parents. Some of these loans 
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are insured or guaranteed by governmental agencies and the 
applicable regulations should be reviewed. The auditing 
procedures discussed under "Auditing Loan Accounts" apply. 
Mobile Home Loans and Other Consumer Loans. The 
FHLBB and some state regulations permit associations to 
invest in purchase money financing, inventory financing of 
mobile homes, and certain other types of consumer loans. 
The auditing procedures discussed under "Auditing Loan 
Accounts" apply. 
In addition, a discussion of the auditing requirements and 
accounting principles relating to these types of loans appears 
in the AICPA Industry Audit Guide, Audits of Finance 
Companies. 
In certain jurisdictions, associations may make loans other 
than those discussed above. Appropriate audit procedures 
applicable to these loans should be applied in addition to 
those discussed under "Auditing Loan Accounts." 
Loans Serviced by Others. Many associations own or have 
participation interests in mortgage loans that originated in 
distant areas. The loans or participations may have been 
purchased from other associations, savings or commercial 
banks, or insurance or mortgage companies. The sellers 
generally continue to service the loans. 
Auditing procedures that should be considered for such 
loans and participations include a review of the minutes of 
the board of directors meetings for authorization, document 
inspection, including review of participation agreements, 
confirmation of loan balances with borrowers, confirmation 
of balances due from other institutions, tests of transactions, 
and review of delinquent accounts. Depending on the sig-
nificance of amounts of such loans and participations, the 
independent auditor may consider using one of the following 
methods for performing the audit tests considered necessary 
in the circumstances. 
1. Obtain from the servicing organization's own independ-
ent auditors a letter confirming the extent to which their 
examination included confirmation and other proce-
dures for such loans and the results. If deemed neces-
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sary, arrange to review the audit work papers of the 
servicing organization's independent auditor. 
2. Engage the servicing organization's independent audi-
tors or other local independent accountants to confirm 
such loans and perform other tests on the basis of the 
scope established by the primary auditor. The timing of 
the examination of the client and the special work at the 
servicing organization should be considered so that the 
procedures can be applied reasonably concurrently. 
3. Confirm with the servicing organization itself, in place 
of other procedures, if the amounts are not material and 
the servicing organization is a well-established organi-
zation (such as a large savings and loan association). 
The independent auditor who plans to express an opinion 
on financial statements of an association should be satisfied 
regarding the adequacy of auditing procedures performed for 
loans serviced by others when such loans are significant to 
the financial statements. 
Loans Serviced for Others. Although loans sold to others 
are not assets of the association, the auditor should be satisfied 
that they have been properly accounted for. This entails tests 
of compliance with the terms of applicable servicing agree-
ments and confirmation with the owners. The audit proce-
dures used are much the same as for loans that belong to the 
association. 
The independent auditor should be familiar with the audit 
and reporting requirements of the Federal Home Loan Mort-
gage Corporation and other organizations for which an as-
sociation is servicing loans. 
Auditing Loan Accounts 
Inspection of Documents 
In testing the validity of loans, the extent of inspection of 
loan documents should be based on the independent auditor's 
evaluation of the association's internal accounting control. A 
test of the files supporting old loans (loans made before the 
period covered by the current audit), as well as new loans 
(including some of the loans still in process of disbursement), 
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is generally needed to evaluate the association's controls and 
procedures. All of the documents relating to a particular loan 
usually are filed together in a separate folder for that loan. 
Depending on the particular loan account being consid-
ered, the test inspection of documents supporting loans 
usually should involve an examination of the applications, 
appraisal reports, notes, deeds of trust, mortgages or chattels, 
title insurance or legal opinion, insurance policies, settlement 
statements, regulation Z statements, flood insurance docu-
mentation, and VA guarantees or FHA insurance, if appli-
cable. The existence and ownership of such documents in 
the hands of attorneys, escrow agents, or others should be 
confirmed, or the documents should be inspected. If docu-
ments are in the process of being recorded and therefore are 
not in the hands of the association or its attorneys, the 
independent auditor should be satisfied that proper docu-
ments are subsequently received by the association. 
The inspection of documents also should include tests of 
approvals by the board of directors or loan committee, tests 
of evidence (such as stamped loan documents) that mortgage 
documents have been entered on the public record, compar-
ison of loan amounts with appraisals, inspection of additional 
collateral indicated, and inspection of the adequacy of hazard 
and title coverage. 
Associations, as trustees for the FHLB, are required to 
segregate and hold in separate files documents supporting 
loans pledged as collateral for advances from the FHLB. The 
auditor may be required to report on mortgage collateral 
verification audit procedures and results as prescribed by the 
regulations of the FHLB system. Loan documents for loans 
pledged against borrowings from other banks may be in the 
hands of the association or a bank; in either case, confirmation 
of the pledge should be obtained. 
The independent auditor should not attempt to pass judg-
ment on technical matters relating to loans, such as the value 
of collateral or the status of the title. The auditor should be 
satisfied, based on tests, that opinions of appropriate experts 
in such matters are on file. The auditor should consult with, 
or request the opinion of, appropriate independent appraisers 
or counsel for questions arising concerning values or titles. 
If the independent auditor concludes that an independent 
appraisal is necessary, he should be guided by SAS no. 11, 
Using the Work of a Specialist. 
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Subsidiary Ledgers 
Trial balances of the detail loan ledgers should be obtained 
from the association and proved arithmetically or, if necessary, 
prepared by the independent auditor or prepared under the 
control of the independent auditor and reconciled with the 
general ledger control account. If they are prepared by the 
association, the auditor should compare the trial balances to 
the detail loan ledgers to the extent considered necessary. 
The reconciliation of subsidiary or detail ledgers may be 
performed by an association's employee working under the 
control of the independent auditor. Control should be main-
tained over the ledgers until the reconciliation is complete 
in order to prevent improper adjustment of the accounts. If 
internal accounting controls are satisfactory, the examination 
of loan accounts, including the balancing of loan ledgers, may 
be performed at a date other than the date of the statement 
of financial condition being audited. When detail procedures 
are performed at a date other than the date of the statement 
of financial condition, transactions between the audit date 
and financial statement date should be reviewed and tested. 
Procedures followed should be to determine that internal 
accounting controls are satisfactory during the intervening 
period. 
Delinquent Loans 
The "aged" list of delinquent loan balances should be 
tested for completeness and accuracy. Delinquent loans 
frequently are an indication of potential losses, exposure to 
which varies by type of loan. The independent auditor should 
consider such accounts, the association's collection proce-
dures, loan modifications, and other pertinent data in eval-
uating the reasonableness of the allowance for losses, if any, 
provided by the association. 
Entries for loans charged off should be reviewed to deter-
mine that approval was given by the board of directors or the 
loan committee. 
Confirmation of Loans 
In determining the amounts and loans to be confirmed, the 
auditor should bear in mind that confirmations only provide 
authentication of transactions and do not furnish assurance 
regarding collectibility. See page 12, "Confirmation Proce-
dures." 
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Property Taxes, Assessments, and Insurance 
Inquiries should be made concerning the association's 
practices for the payment of borrowers' property taxes, as-
sessments, and insurance and the methods of determining 
whether the items are promptly paid and properly applied. 
The independent auditor should test the amounts provided 
by the borrower for taxes by referring to prior tax bills and 
current tax rates. See the section entitled "Advance Payments 
From Borrowers for Taxes and Insurance." 
Accrued Interest Receivable on Loans 
Associations may include accrued interest income in the 
related loan balances or in a separate account designated 
"accrued interest income." The independent auditor should 
be particularly attentive to the consistency of the method 
used to record interest income. If an association accounts for 
interest on the cash basis, the materiality of unrecorded 
accrued interest income in relation to the income statement 
and balance sheet should be considered. If the cash basis or 
modified cash basis is used, the independent auditor should 
be guided by the provisions of SAS no. 14, Special Reports. 
Some associations schedule mortgage loan payments on 
the first day of the month, while others schedule monthly 
payments on other specified dates. Interest collected may be 
for the previous month or for the current month. The methods 
of recording interest for monthly amortization loans are not 
necessarily the same as methods used for other loans. Further 
variations may be found in regard to loans serviced by others, 
since some associations accrue interest that is expected from 
the servicer, while others record the interest only as received 
from the servicer. 
When interest income is accrued, an allowance for uncol-
lectible interest should be considered. The auditor should 
be aware of regulations that place limits on the accrual of 
delinquent interest. The accrual of interest income on delin-
quent loans should be discontinued when it is probable that 
the interest will not be received. 
Interest income should be subjected to an overall arith-
metical test or an arithmetical test of selected items. The 
overall test of interest income can be performed with relative 
ease if the association maintains controls for loans according 
to interest rates. In addition, the interest income accounts 
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should be subjected to an analytical review for the period 
and comparisons should be made with the preceding year. 
Unusual changes or fluctuations should be investigated. 
Sales of Loans or Participations 
Savings and loan associations sometimes sell loans or 
participations in loans. When entire loans are sold, the selling 
association may or may not continue to service the loans. 
When a participation in loans (that is, proportionate interest 
and sharing of risk in a loan or group of loans) is sold, the 
selling association frequently continues to service the loans. 
In either situation, the selling association may or may not be 
paid a servicing fee, normally expressed as a percentage of 
the principal balance of the loans outstanding. Ordinarily, 
servicing fee rates are set at rates currently prevalent in the 
industry; however, an association may occasionally sell loans 
at servicing fee rates significantly different from prevailing 
rates. The AICPA Accounting Standards Division (division) 
has issued Statement of Position 74-12, Accounting Practices 
in the Mortgage Banking Industry, which sets forth the rec-
ommended accounting treatment for loans sold at servicing 
fee rates significantly lower than prevailing rates. In this in-
stance, the division concluded that an adjustment to sales 
price would be required whenever the impact on operating 
results was significant. Such adjustments would result in de-
ferred credits to be written off into servicing fee income over 
future years. The FASB is currently considering the matter 
of accounting for servicing fees and has issued FASB Invita-
tion to Comment, Accounting for Certain Service Transac-
tions. Any pronouncement ultimately issued may be applica-
ble to associations entering into the types of transactions 
described above. 
Generally accepted accounting principles require that gain 
or loss be recognized at the time of sale of loans or partici-
pations. However, if at the end of any reporting period it is 
apparent that the association intends to sell certain loans and 
the anticipated sale will result in a loss, the association should 
establish an allowance for losses. The allowance for losses 
should be deducted from the related asset in the statement 
of financial condition. Gains and losses should not be de-
ferred as new loan yield adjustments. 
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In accounting for sales of loans or participations, the 
objectives are to recognize in the year of sale the economic 
gain or loss from the transactions and to avoid including in 
the year of sale income or expense attributable to future 
periods. 
When loans are sold outright and are not to be serviced by 
the selling association, the gain or loss is measured by the 
difference between the selling price and the face amount 
(less applicable deferred loan fees, if any) of the loans sold. 
If loans sold or loans included in a participation sold are to 
be serviced by the selling association, gain should be de-
creased or loss increased by the excess, if any, of estimated 
future servicing costs over estimated future servicing reve-
nues, discounted to present value. 
Because of the variety of arrangements under which par-
ticipations are sold, it is important to consider the terms of 
sale, effective yield to the purchaser, and arrangements for 
servicing, in addition to the stated selling price. Premium or 
discount may result when a participation is sold at a price 
equal to the face amount of the loans included in the 
participation sale and the seller agrees to pay the purchaser 
a rate of interest greater or less than the stated rate of interest 
of such loans. In such cases the premium or discount should 
be represented by the difference between the future interest 
to be collected by the seller and the interest to be paid to the 
purchaser after considering future servicing revenues and 
costs, all discounted to present value. 
The principles and guidelines set forth in Accounting 
Principles Board Opinion no. 21 apply with respect to de-
termining the existence and amount of premiums and dis-
counts, the method of amortization, and statement presenta-
tion. 
If all of the terms and arrangements relating to the sale 
have the effect of producing a premium or discount to the 
seller, then this premium or discount should be deferred and 
amortized in such a manner as to result in a constant rate of 
interest when applied to the uncollected balance at the 
beginning of any period. Generally accepted accounting 
principles for premium or discount amortization conflict with 
the reporting requirements of the FHLBB. The treatment of 
differences in the reports filed with the FHLBB is discussed 
on page 7, "Timing of the Audit." 
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Undisbursed Portion of Mortgage Loans 
Most associations carry one or more accounts labeled "loans 
in process" which represent the undisbursed portion of 
mortgage loans. Control accounts should be supported by 
subsidiary ledgers containing an individual account for the 
undisbursed portion of each mortgage loan. The aggregate of 
open balances in the subsidiary ledgers should be aged and 
balanced with the related control accounts. Debit balances 
(indicating overdrafts) and inactive accounts should be re-
viewed. 
Since the principal amounts of the undisbursed portion of 
loans are recorded at the gross amount, confirmation requests 
for such loans should include both the total amount of the 
loan and the undisbursed balance at the date confirmation is 
requested. 
Tests should also be made of documents in the association's 
files that support disbursements charged to individual ac-
counts, which in turn support the undisbursed portion of 
mortgage loans. The tests should include loans completed or 
closed out during the period covered by the audit. 
The undisbursed portion of mortgage loans should be 
deducted from the related mortgage loans on the asset side 
of the statement of financial condition and the amount should 
be disclosed either on the face of the statement or in the 
notes to the financial statements. The regulatory reporting 
treatment for this item may conflict with generally accepted 
accounting principles, although results of such treatment in 
some instances may not differ materially from that obtained 
if generally accepted accounting principles were followed. 
Loan Commitments 
Loan commitments are not recorded in the accounts, but 
if the amounts of the commitments are significant in relation 
to the resources of the association, the total commitments 
should be disclosed in the notes to the financial statements. 
Most associations maintain current files of outstanding loan 
commitments. The auditor should review them and make 
such tests as he considers necessary in the circumstances. 
36 
Accounting for Troubled Debt Restructurings 
The provisions of FASB Statement no. 15, Accounting by 
Debtors and Creditors for Troubled Debt Restructurings, 
should be applied by savings and loan associations in ac-
counting for troubled debt restructurings consummated after 
December 31, 1977. Paragraph 2 of FASB Statement no. 15 
contains the following definition of a troubled debt restruc-
turing: 
A restructuring of a debt constitutes a troubled debt restruc-
turing for purposes of this Statement if the creditor for economic 
or legal reasons related to the debtor's financial difficulties 
grants a concession to the debtor that it would not otherwise 
consider. That concession either stems from an agreement 
between the creditor and the debtor or is imposed by law or a 
court. For example, a creditor may restructure the terms of a 
debt to alleviate the burden of the debtor's near-term cash 
requirements, and many troubled debt restructurings involve 
modifying terms to reduce or defer cash payments required of 
the debtor in the near future to help the debtor attempt to 
improve its financial condition and eventually be able to pay 
the creditor. Or, for example, the creditor may accept cash, 
other assets, or an equity interest in the debtor in satisfaction 
of the debt though the value received is less than the amount 
of the debt because the creditor concludes that step will 
maximize recovery of its investment. 
A note to that paragraph states: 
Although troubled debt that is fully satisfied by foreclosure, 
repossession, or other transfer of assets or by grant of equity 
securities by the debtor is, in a technical sense, not restructured, 
that kind of event is included in the term troubled debt 
restructuring in this Statement. 
Among other things, FASB Statement no. 15 requires assets, 
including real estate acquired in settlement of loans, to be 
valued at their fair value when the restructuring occurs. Fair 
value is defined as the amount a debtor can reasonably expect 
to receive in a current but not forced or liquidation sale 
from a willing buyer and should be measured by market 
value if an active market exists. If no active current market 
exists for the assets acquired but exists for similar assets, the 
selling price in the market for similar assets may be helpful 
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in estimating the fair value of the assets acquired. If no 
market price is available, a forecast of expected cash flows 
may aid in estimating the fair value of assets transferred, 
provided the expected cash flows are discounted at a rate 
commensurate with the risk involved. If the association's 
investment in real estate acquired in settlement of loans 
exceeds its fair value, a write-down should be recognized 
either through a charge to the appropriate valuation allow-
ance, assuming adequate provision for loss was previously 
made in establishing the allowance, or as a charge against 
current earnings. 
Real estate acquired through a troubled debt restructuring 
should be accounted for the same as real estate purchased for 
cash. The fair value of the assets becomes the cost basis for 
accounting purposes. Periodically thereafter the real estate 
should be reevaluated and allowances for losses should be 
provided in accordance with the recommendations set forth 
in the section on "Accounting for Real Estate Acquired 
Other Than by Troubled Debt Restructurings." Notes re-
ceivable arising from sales of such real estate should be 
accounted for according to the provisions of APB Opinion 
no. 21, Interest on Receivables and Payables, so that the 
resulting receivable carries a market interest rate. 
FASB Statement no. 15 requires that a modification of 
terms of a loan receivable be accounted for prospectively and 
not as a change in the recorded investment (see note 17 of 
FASB Statement no. 15) in the receivable unless total future 
cash payments as specified by the new terms are insufficient 
to liquidate the recorded investment. The excess of future 
cash receipts, including both receipts designated as interest 
and receipts designated as principal, specified by a modifi-
cation over the recorded investment in the receivable should 
be recognized as interest income over the life of the restruc-
tured agreement. This interest income should be recorded in 
such a way that a constant level rate of interest is earned on 
the remaining balance of the recorded investment in the 
receivable. If such future cash receipts specified by the new 
terms are less than the recorded investment in the receivable, 
the recorded investment should be reduced to an amount 
equal to the future cash receipts specified. The amount of 
the reduction is a loss that should be recognized according 
to paragraph 35 of FASB Statement no. 15. Thereafter, all 
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cash receipts should be recorded as repayments of the 
restructured debt, and no interest income should be recog-
nized. At the time of restructuring and periodically thereafter, 
the loan receivable should be evaluated and the allowance 
for losses should be provided in accordance with the rec-
ommendations set forth in the section on "Accounting for 
Loans and Receivables Collateralized by Real Estate Other 
Than Troubled Debt Restructurings." 
FASB Statement no. 15 requires legal fees and other direct 
costs incurred by a creditor to restructure troubled debt to be 
charged to expense when incurred. Costs to bring the real 
estate acquired to a rentable or salable condition, including 
those that exceed the estimate used in determining fair value 
at the date of restructuring, should be accounted for in 
accordance with the recommendations set forth in the section 
on "Accounting for Real Estate Acquired Other Than by 
Troubled Debt Restructurings." Uncertainty of collection 
should be considered in accounting for allowances for losses 
on loans. 
Effective for fiscal years ending after December 15, 1977, 
FASB Statement no. 15 requires creditors to disclose by 
major categories of receivables the total dollar amount of 
restructured troubled debt (regardless of when the restruc-
turing occurred), the interest income that would have been 
recorded under the original terms of the debt for the account-
ing periods presented, the interest income that was recorded 
under the restructured terms, and commitments, if any, to 
lend additional funds to debtors owing receivables whose 
terms have been modified in troubled debt restructurings. 
Unless the amounts are material, these disclosures are not 
required for real estate loans secured by one- to four-family 
residential properties and loans to individuals for household, 
family and other personal expenditures (mobile home, edu-
cation, and other consumer loans). 
Accounting for Loans and Receivables 
Collateralized by Real Estate Other Than Troubled 
Debt Restructurings 
Management is responsible for establishing policies af-
fecting the evaluations of real estate loans. The association's 
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policies should be disclosed in the notes to the financial 
statements. 
The independent auditor's examination should provide 
sufficient evidence supporting management's determination 
of the provisions and allowances for losses to support his 
opinion on the financial statements. In evaluating the ade-
quacy of allowances for losses on loans, the independent 
auditor should consider delinquencies, evidence of the value 
of collateral, credit standing of the borrower, unusual eco-
nomic conditions that may affect the collectibility of loans, 
the location and type of collateral, and all other relevant 
information. 
The allowances for losses should be reevaluated each 
reporting period. In the discharge of this responsibility, 
management may use the services of association appraisers, 
independent appraisers, or others. The independent auditor 
should obtain an understanding of management policies and 
the application of generally accepted accounting principles 
in determining the reasonableness of provisions and allow-
ances for losses. 
The allowance for losses on a large portfolio of loans 
secured by single-family residences or multiple housing with 
relatively few units may be determined and evaluated statis-
tically based on the volume of loans made, loans outstanding, 
and historical loss experience. Large loans for other residen-
tial housing, commercial property, land, or properties under 
development should be reviewed individually. 
Allowances for losses on doubtful or troubled loans should 
be based on estimated net realizable value, as discussed in 
the subsequent section, unless it is probable, in accordance 
with FASB Statement no. 5, Accounting for Contingencies, 
that loans will be foreclosed; in which case, allowance for 
losses should be based on fair value as defined in FASB 
Statement no. 15. 
Federal regulatory requirements do not allow charging 
certain losses directly to general reserves. However, some 
states still permit that practice, and some associations con-
tinue to charge such losses to general reserves although the 
practice is no longer condoned by federal regulatory author-
ities. Under generally accepted accounting principles, losses 
not previously provided for or additions to the provision for 
losses must be charged to expense in the statement of opera-
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tions. In the preparation of financial statements, losses that 
have been charged directly to general reserves on the books 
of the association should be reclassified as a charge against 
earnings. 
Generally accepted accounting principles for real estate 
losses may conflict with reporting requirements of the 
FHLBB. The treatment of the differences in the reports filed 
with the FHLBB is discussed in the section entitled "Timing 
of the Audit." 
Loss allowances accumulated through charges in arriving 
at net income should be deducted from the related assets in 
the statement of financial condition. Furthermore, it may be 
appropriate to disclose in a note to the financial statements 
an analysis of the activity in the loss allowance account. 
Accounting for Real Estate Acquired Other Than by 
Troubled Debt Restructurings 
Real estate purchased for sale or development and real 
estate not subjected to FASB Statement no. 15 (see paragraph 
7) should be carried at the lower of cost or estimated net 
realizable value. Direct holding costs should be capitalized. 
However, carrying amounts should not exceed estimated net 
realizable value. Estimated net realizable value means the 
estimated sales price in cash or cash equivalent upon sub-
sequent disposition reduced by the sum of the following esti-
mates: (1) direct selling expenses such as sales commissions, 
advertising cost of title policy, and other expenses of disposi-
tion, (2) costs of completion or improvement, and (3) direct 
holding costs including taxes, maintenance, insurance (net of 
rental or other income), and cost of all capital (debt and eq-
uity) during the period to be held. The FASB has recently 
issued an exposure draft of a proposed statement of financial 
accounting standards, Capitalization of Interest Costs, and 
any pronouncement ultimately issued is expected to be ap-
plicable to associations. Some of the important factors usually 
involved in determining estimated net realizable values of 
loans and real estate for savings and loan associations are 
discussed below: 
1. Estimated sales price. Usually this price is determined 
(a) by reference to comparable sales for cash or cash 
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equivalents of individual units in the same development 
at approximately the same time, (b) by current offering 
price, (c) by reference to appraisals, or (d) by a combi-
nation of those approaches. 
2. Projected date of disposition. The date of disposition is 
within the control of management and may be extended 
or shortened to recognize their anticipation of the future 
condition of the real estate market or to recognize the 
need to improve or to complete construction of a project. 
3. Estimated costs of disposition. 
4. Estimated costs of improvements or completion. These 
costs are typically involved in the disposition of unim-
proved or partially improved property and of property 
needing rehabilitation. 
5. Estimated direct holding costs. In determining esti-
mated net realizable value, the estimated future sales 
price should be reduced by a provision for the average 
cost of all capital (debt and equity), taxes, maintenance, 
and other direct holding costs during the period to be 
held. 
The management of an association is responsible for eval-
uating all relevant factors and for determining the carrying 
amount of real estate acquired and an allowance for losses. 
Although such investments are often immaterial in relation 
to total assets, the effect of possible losses, if any, may be 
significant in relation to operations or net worth. 
Capitalizing direct holding costs invested in the property 
for financial reporting purposes but charging them to expense 
for tax purposes is a timing difference that should be ac-
counted for in conformity with the provisions of APB Opinion 
no. 11, Accounting for Income Taxes. 
Gains and Losses on Sales of Real Estate 
Gains on the sale of real estate are generally recorded on 
the books of associations in compliance with supervisory 
requirements that may change from time to time. Present 
federal supervisory regulations provide that when loans are 
made to facilitate sales of real estate owned or a contract of 
sale is entered into, profits on the sales of such real estate not 
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realized in cash must be deferred and recorded as income 
only to the extent that cash is received on the principal. 
In accounting for sales of real estate, savings and loan 
associations should follow the applicable requirements of 
APB Opinion no. 21, Interest on Receivables and Payables; 
AICPA Industry Accounting Guides, Accounting for Profit 
Recognition on Sales of Real Estate and Accounting for Retail 
Land Sales; Statement of Position no. 75-6, Questions Con-
cerning Profit Recognition on Sales of Real Estate; and 
Statement of Position no. 78-2, Accounting Practices of Real 
Estate Investment Trusts. The present regulatory method of 
recognizing gains differs from methods prescribed in those 
pronouncements. The two industry accounting guides note 
that real estate transactions usually create receivables that 
are collectible over an extended period of time and that in 
exceptional cases, because of the terms of the transactions or 
other conditions, no reasonable basis can be established for 
estimating the degree of collectibility of receivables. When 
such circumstances exist, and as long as they exist, either the 
installment, the cost recovery, or the deposit method of 
accounting, whichever is applicable in the circumstances, 
should be used. 
The auditor should review the method followed by the 
association in recording gains on sales of real estate for 
conformity with generally accepted accounting principles. 
Tests should be made of the computation of amounts carried 
as deferred credits and of amounts recorded as income during 
the period. 
Audit Procedures for Real Estate 
The auditor is responsible for evaluating management's 
determination of both the carrying amount of real estate and 
the adequacy of the allowance for losses, if any. In this 
connection, the auditor should be alert for uncertainties 
concerning the carrying amount of real estate that may be so 
great as to require him to modify his report. 
It may be appropriate for the independent auditor to test-
inspect properties, observing, for example, the overall stage 
of completion of construction projects or the overall deteri-
oration of completed properties held for sale, rented or not. 
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However, the auditor should not attempt to appraise property. 
The auditor may sometimes need to seek corroboration by an 
independent appraiser, but other times he may be satisfied 
with data furnished him. If the independent auditor concludes 
that he needs the help of an independent appraiser, he should 
be guided by SAS no. 11, Using the Work of a Specialist. 
Appraisals are a factor in determining the net carrying 
amount of real estate and in establishing the value of collateral 
on loans. Appraisals by the association or by independent 
appraisers may be considered acceptable audit evidence. 
Appraisals are the products of work by people trained in 
appraisal principles and techniques. The quality of appraisals 
may vary, however, and in some instances the auditor may 
have reason to believe certain appraisals are unrealistic. The 
auditor may often be able to compare a particular appraisal 
with an appraisal of the same property required by a state or 
federal regulatory body or may have independent appraisals 
made of specific properties. Appraisals can be made on 
different bases. The independent auditor should understand 
and consider the bases of the appraised value and the factors 
used in arriving at such values. 
Real Estate Sold on Contract 
An association may sell real estate with little or no initial 
payment required from the buyer or may sell to buyers who 
may not qualify for a conventional association loan because 
of credit or other reasons. Since the risk of default by those 
purchasers may be relatively greater, documents are generally 
prepared in a manner that will permit the easiest reacquis-
ition of the property by the association if a default occurs. 
Real estate sold on contract has most of the attributes of a 
conventional loan secured by real estate except that the 
association retains legal title to the real estate and conveys 
title to the purchaser only when the amount due under the 
contract has been paid. The provisions of AICPA Industry 
Accounting Guides, Accounting for Profit Recognition on 
Sales of Real Estate and Accounting for Retail Land Sales, 
Statement of Position no. 75-6, and APB Opinion no. 21 all 
apply to real estate sold on contract. 
The audit procedures should be similar to those for mort-
gage loans, including reference to the authorization of the 
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board of directors, inspection of documents, determination 
that title to the real estate is retained by the association, 
confirmation of balances, review of collectibility, and value 
of collateral. The auditor should be aware that more than 
normal credit risk usually is present in this type of lending 
arrangement. 
If large or unusual contracts of sale are involved, the auditor 
should consider field inspection to ascertain whether the 
properties show obvious signs of deterioration. If so, the 
independent auditor should consider the possible need for 
an appraisal of the property, which may result in a provision 
for loan losses. 
Reference should be made to the section entitled "Deferred 
Income," for discussion of the supervisory regulations on 
profit on real estate sold. 
Investments in Real Estate Ventures 
The AICPA Accounting Standards Division has issued 
Statement of Position no. 78-9, Accounting for Investments 
in Real Estate Ventures. This statement recommends ap-
propriate accounting and reporting practices for associations 
with real estate venture arrangements. 
Investments in Service Corporations 
A number of savings and loan associations have equity 
investments in subsidiary companies generally described as 
service corporations. The amount of investment in service 
corporations and the nature of the activities in which service 
corporations are permitted to engage are governed by federal 
rules and regulations or by state law. The independent 
auditor should be familiar with the rules and regulations 
relating to investments in and activities of service corpora-
tions to the extent that noncompliance might materially affect 
the financial statements being examined. 
An association having an investment in one or more sub-
sidiary service corporations must file a report containing 
consolidated financial statements with the district director— 
examinations of the appropriate FHLBB district. Separate 
reports may also be required for each entity in the consoli-
dated group. The report containing consolidated financial 
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statements must include, either by note or in a schedule, the 
balance sheets and statements of income for the association 
and each of its service corporations included in the consoli-
dation. If separate audit reports are issued, a copy of each 
must be filed with the district director—examinations of the 
appropriate FHLBB district. 
If consolidated financial statements are clearly inappro-
priate (according to criteria provided in Accounting Research 
Bulletin no. 51), the equity method should be used in 
accounting for investments in unconsolidated subsidiaries as 
set forth in APB Opinion no. 18, The Equity Method of 
Accounting for Investments in Common Stock. 
Office Buildings, Equipment, and Leasehold 
Improvements 
The audit procedures for office buildings, equipment, and 
leasehold improvements should be the same as those custom-
arily followed in the audit of other commercial and industrial 
enterprises and should include, as appropriate, the exami-
nation of documents in support of major additions and sales 
or retirements during the period under examination. Deeds 
and title insurance policies should be examined in support 
of major real property acquisitions. Evidence of insurance 
coverage should be obtained and reviewed in the light of 
present values and co-insurance clauses in the policies. 
The association's policies for capitalization, depreciation, 
repairs and maintenance and obsolescence, and conformity 
of those policies with generally accepted accounting princi-
ples and their consistent application should be investigated. 
The association's calculations of depreciation expense for the 
year should be checked or appropriate tests should be made, 
and the total should be reconciled with charges to the 
association's operating accounts. 
Appropriate information should be obtained for the total 
cost of a major expansion program and for the amount of 
related commitments. Commitments should be disclosed in 
the notes to the financial statements if amounts are material. 
The auditor should determine compliance with federal and 
state regulatory requirements and restrictions concerning an 
association's investment in or lease of office properties. 
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If association premises are leased from others, the leases 
should be examined. Pertinent lease information should be 
recorded in the work papers to support lease disclosures in 
the financial statements. FASB Statement no. 13 sets forth 
the principles applicable to accounting for leases, including 
criteria for determining leases that should be classified as 
capital leases. 
Safe Deposit Box Operations 
The procedures used by the association in operating safety 
deposit vaults should be reviewed. Insurance policies cov-
ering liabilities that might be incurred in the operation of 
these vaults should be reviewed for compliance with appli-
cable laws and regulations. 
Deferred Charges and Prepaid Expenses 
Deferred charges and prepaid expenses usually consist of 
prepaid FSLIC insurance premiums, other prepaid insurance, 
prepaid property taxes, and prepayments into the secondary 
insurance reserve of the FSLIC. 
Prepaid insurance premiums to the secondary reserve are 
the total of such payments made since 1961, as required by 
law, plus income earned on the payments by the FSLIC and 
added to the association's account, less the amounts used to 
pay the regular annual FSLIC insurance premiums and 
refunded to the association. 
The association's prepayments into the secondary insur-
ance reserve, together with those of all other insured asso-
ciations, constitute a secondary reserve of the FSLIC for 
possible industry-wide losses of the FSLIC, incident to its 
insurance of accounts. The FSLIC also maintains a primary 
reserve, which must be depleted before the secondary reserve 
is charged with such losses. Public Law 93-101, 87 Stat. 342 
dated August 16, 1973, provides for liquidation of the sec-
ondary reserve over a period of ten years beginning in 1974. 
An association's pro rata share will be refunded over the ten 
years. The cumulative amount of the prepayments should be 
confirmed directly with the FSLIC, and the independent 
auditor should determine that the association's payments 
comply with existing regulations. 
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Audit procedures for other deferred charges and prepaid 
assets should be comparable to those in the audits of other 
commercial and industrial enterprises. The procedures in-
clude a review of insurance policies and tax bills and analysis 
of the data to determine that deferral of charges to future 
periods is appropriate. The procedures also should include 
a review of applicable expense accounts to ascertain that they 
do not include material amounts properly deferrable to future 
periods. 
Other Assets 
The independent auditor should examine appropriate evi-
dence supporting the carrying amount of other assets and 
should send confirmation requests as appropriate. 
Some associations provide memorandum control accounts 
for their supplies of unissued travelers checks, money orders, 
and savings bonds. Such items should be counted and rec-
onciled to control accounts at the time of the cash count and 
confirmation obtained regarding the association's accounta-
bility. 
Savings Accounts 
Savings accounts are the principal source of funds of savings 
and loan associations. Passbook savings accounts historically 
have been the predominant form of savings accounts; how-
ever, in recent years there has been a substantial increase in 
the use of a variety of savings certificates. Passbooks are 
generally issued to savers; additions, withdrawals, and inter-
est payments are entered in the passbooks by the association. 
However, some associations furnish periodic statements of 
transactions in place of furnishing passbooks. Certificates are 
issued in various forms with varying maturities and interest 
rates as permitted by the rules and regulations governing 
associations. Associations often provide other special purpose 
accounts such as periodic savings accounts, which are paid 
to the saver at the end of specific terms. Examples of these 
would include Christmas Club accounts and investment club 
accounts. Interest rates on savings accounts are governed by 
regulation "Q" of the board of governors of the Federal 
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Reserve System. Regulations that affect insured savings and 
loan associations are incorporated in the rules and regulations 
of the FHLB system. 
Disclosure should be made in the notes to financial state-
ments of the composition of savings accounts by interest 
rates. 
Before beginning the examination of these accounts, the 
independent auditor should become acquainted with the 
rules and regulations of the supervisory authorities and with 
the association's established policies and procedures pertain-
ing to savings accounts. Furthermore, because of the volume 
of transactions and the significance of savings accounts in 
relation to the statement of financial condition, the inde-
pendent auditor should give particular attention to both the 
internal accounting control relating to these accounts and the 
accounting methods for recording transactions. 
Individual records are maintained for each saver. These 
records may be in the form of individual ledger cards, but 
most records are maintained on electronic data processing 
equipment operated by the association or a service bureau. 
Each account is assigned a number and, in addition to general 
ledger control accounts for the various classifications of 
savings, subcontrol accounts are usually maintained for nu-
merical or alphabetical groups within each major classifica-
tion. Signature cards are usually filed alphabetically to facil-
itate cross-referencing. 
Generally, a savings transaction is initially recorded by 
the teller posting machines, which simultaneously make an 
entry in association records and on a customer's passbook, if 
one is used. Several methods are used, however, to record 
the transaction on the customer's individual record main-
tained by the association. Many associations have installed 
"on line" window posting machines which permit immediate 
entry of transactions into electronic data processing records. 
If the association maintains individual savings ledger cards, 
the cards and entries in the customers' passbooks may be 
posted simultaneously with the recording of transactions in 
the posting machine. A variation of this method, known as 
"back office posting," permits an association to post savings 
cards at a later time using the primary documents (deposit 
slips and withdrawal slips) as the bases for the entries. 
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Subsidiary Ledgers 
Trial balances of the detail savings account ledgers should 
be obtained from the association and proved arithmetically 
or, if necessary, prepared by or under the control of the 
independent auditor and reconciled with the general ledger 
control account. If prepared by the association, the trial 
balances should be test-checked to the detail savings account 
ledgers. Subsidiary or detail ledgers may be reconciled by 
the association's staff working under the control of the in-
dependent auditor. Adequate control must be maintained 
over the ledgers until the reconciliation is completed to 
prevent improper adjustment of the accounts. If internal 
accounting controls are satisfactory, the savings accounts may 
be examined and ledgers balanced at a date other than the 
date of the statement of financial condition being audited. If 
detail procedures are performed at a date other than the date 
of the statement of financial condition, transactions between 
the audit date and financial statement date should be re-
viewed and tested. The procedures performed should include 
those necessary to determine that internal accounting controls 
are functioning during the intervening period. 
Confirmation of Savings Accounts 
Confirmation of a selection of savings account balances 
(including certificate and bonus savings accounts) should be 
requested from savers. Confirmation requests generally 
should be prepared as of the date selected for performing 
other auditing procedures for subsidiary ledgers. They or-
dinarily should include a representative sample of active and 
inactive (dormant) accounts, accounts closed during the audit 
period, and large and unusual accounts. A general discussion 
of confirmation procedures appears on page 12. 
Investment Certificates 
Tests should be made of investment certificate records and 
of cancelled certificates for the shares withdrawn during the 
audit period. 
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Bonus Accounts 
An association may have bonus savings accounts with 
interest rates above the rate on its regular accounts if certain 
conditions are met by the saver. Tests should be made to 
ascertain that the specified conditions are met and that the 
association is accruing interest at the bonus rate. 
Certain long-term savings accounts have interest rates 
higher than those paid on regular passbook savings. The 
account holders, however, are only entitled to the higher rate 
of interest by holding the accounts to their maturity. Some 
of the accounts also provide for an "interest penalty" if there 
is an early withdrawal. The accounting for the interest penalty 
is not consistently applied throughout the industry. The 
interest penalty is sometimes recorded as income and some-
times as a reduction of interest expense. The penalty should 
be reported as a reduction of interest expense in the period 
that the penalty is assessed. 
Safekeeping for Members 
If an association holds issued certificates and savings 
passbooks in safekeeping for members, the independent 
auditor should perform such tests and confirmations as may 
be necessary in the circumstances giving due weight to the 
effectiveness of internal accounting control procedures. 
Pledged Savings Accounts 
Savings accounts pledged as collateral for loans on savings 
accounts or as additional collateral for mortgage loans gen-
erally remain in the regular savings accounts control. Ac-
counts pledged should be appropriately designated and with-
drawals restricted. 
Other 
Additional tests may include (but need not be limited to) 
review of the control over origination of, and access to, 
signature cards, tests of daily withdrawal slips in relation to 
disbursement totals, the comparison of the withdrawal slips 
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to the applicable subsidiary record and signature cards, 
review of the control over origination and access to mailing 
address files, review of the control of mail receipts, and tests 
to detect suppressed accounts. 
Internal accounting control over savings accounts is some-
what enhanced by the fact that the savers may be aware of 
discrepancies in their account balances through their pass-
books or statements received from the association. In cases 
in which savings accounts contain no activity (dormant ac-
counts) or in the case of some long-term savings certificates 
upon which interest is not paid on a current basis or for which 
statements are not mailed, this control feature is not present. 
Accordingly, associations may adopt alternative control pro-
cedures over such accounts, such as verification of activity. 
The auditor should be familiar with association policies and 
procedures and should consider them in performing compli-
ance and other audit tests. 
The section of this guide entitled "Interest on Savings 
Accounts" discusses interest paid on savings accounts. 
Advances From Federal Home Loan Bank and 
Other Borrowed Money 
Members of the FHLB system are permitted to borrow 
funds from the FHLB for expansion (funds to meet increased 
demand for loans) or for withdrawals (funds to meet with-
drawals by savings account holders). These advances may be 
either short-term or long-term. The borrowing member's 
FHLB stock is pledged against all advances and, generally, 
a portion of the association's loan portfolio is also pledged. 
It is also possible that other assets may be pledged. 
Secured or unsecured borrowings may also be obtained 
from sources other than the FHLB on either a secured or an 
unsecured basis. 
The legal limitations on borrowings from the FHLB and 
other sources are detailed in the Rules and Regulations for 
Insurance of Accounts. The full borrowing power prescribed 
by those regulations is not normally available to an association 
because available credit lines usually are determined by 
administrative policy pronouncements from the FHLBB. 
Furthermore, the various FHLBs may control the credit lines 
of member associations on a case-by-case basis. 
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On loans pledged as collateral to the FHLB, the association 
normally retains possession of the loan documents under a 
trust agreement with the FHLB. The FHLB frequently 
requests that the independent auditor report to it that he 
has performed specific tests related to the pledged loans. 
Confirmation of the terms, amounts of borrowings, and related 
collateral should be obtained from the lender. It should be 
noted that the interest rate on borrowings from the FHLB 
may not be in agreement with the rate stated in the loan 
agreement because of rate adjustments by the FHLB. 
Due Federal Reserve Bank for Savings Bonds Sold 
The liability to the Federal Reserve Banks (FRB) for series 
E bonds sold should be compared with the inventory and 
remittance reports submitted to the FRB and differences 
should be explained. This should be done at the time the 
unissued and redeemed bonds on hand are counted in 
conjunction with the cash count, as discussed previously. 
(See the sections entitled "Confirmation Procedures" and 
"Other Assets," of this guide.) 
Advance Payments From Borrowers for Taxes 
and Insurance 
Many associations require borrowers to make monthly 
payments in addition to principal and interest in order to 
accumulate funds from which the association can pay property 
taxes and insurance premiums. The balances of these accounts 
are often referred to as "escrow accounts" or "impounds." 
Trial balances of the detail ledgers should be prepared by 
the independent auditor or obtained from the association, 
proved arithmetically, and reconciled with the general ledger 
control account. If prepared by the association, the trial 
balances should be test-checked to the detail ledgers. 
Confirmation of the escrow balances should be requested 
in conjunction with the confirmation of borrowers' loan 
balances. It may be necessary to furnish borrowers with the 
amounts paid by the association for insurance and taxes as 
shown by receipted invoices and tax bills. Compliance with 
any special legal requirements under contracts or statutes 
(such as for segregating the related cash or establishing trust 
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funds) should be tested and the special funds and related 
liability separately identified in the association's balance 
sheet or disclosed in a note to the financial statements. 
Unapplied Loan Collections 
Under some systems, collections received on loans are 
credited to unapplied loan collections until the proper allo-
cation is determined. The independent auditor should review 
this account to ascertain that it is being properly maintained 
and, if material, the amounts should be reclassified for 
financial statement purposes. 
Income and Franchise Taxes Payable 
In addition to the tax law applicable to corporations gen-
erally, special provisions are provided in subchapter H of the 
Internal Revenue Code for savings and loan associations, 
provided an association meets certain definitional require-
ments contained in the code. The most significant provision 
deals with the allowable bad debt reserve addition and 
provides generally for a deduction in an amount equal to a 
percentage of taxable income, subject to certain limitations 
and requirements. This annual deduction permitted by the 
code generally differs significantly from the bad debt expe-
rience on which determination of pretax accounting income 
is based. Another significant provision treats real property 
acquired in settlement of loans as having the same character 
as the loan it secured. Accordingly, foreclosure is not a taxable 
event and the property has the same tax basis as that of the 
related loan. For tax purposes, provisions for estimated losses 
on loans and property acquired in settlement of loans and 
any gains or losses on sales of such property are not included 
in the determination of taxable income but are charged or 
credited, as appropriate, to the accumulated bad debt re-
serves. Savings and loan associations typically report opera-
tions on the cash basis for tax purposes but maintain their 
books and report to regulatory agencies and shareholders on 
the accrual basis. 
Tax allocation required under APB opinions, including 
APB Opinion no. 11, applies to savings and loan associations. 
The APB determined in Opinion no. 23 that tax allocation for 
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savings and loan associations is not required for the "differ-
ence between taxable income and pretax accounting income 
attributable to a bad debt reserve. . . ." Under those opinions, 
the income tax provision should be based on income used for 
financial reporting, adjusted to treat the provisions for esti-
mated losses on loans and property acquired in settlement of 
loans and gains or losses on sales of such property in 
accordance with the Internal Revenue Code. 
In determining the amount on which tax allocation is not 
required, paragraph 21 of APB Opinion no. 23 defines certain 
terms: 
The term pretax accounting income, as used in this section, 
represents income or loss for a period, exclusive of related 
income tax expense, determined in conformity with generally 
accepted accounting principles. The term taxable income, as 
used in this section, represents pretax accounting income (a) 
adjusted for reversal of provisions for estimated losses on loans 
and property acquired in settlement of loans, and gains or losses 
on the sales of such property, and adjusted for permanent 
differences, and (b) after giving effect to the bad debt deduction 
allowable by the United States Internal Revenue Code assum-
ing the applicable tax return were to be prepared based on 
such adjusted pretax accounting income. 
P a r a g r a p h 2 3 c o n t a i n s t h e f o l l o w i n g c o n c l u s i o n : 
T h e B o a r d c o n c l u d e s that a dif ference b e t w e e n taxable i n c o m e 
a n d pre tax a c c o u n t i n g i n c o m e at tr ibutable to a b a d d e b t r e s e r v e 
that is a c c o u n t e d for as part o f the g e n e r a l r e s e r v e s a n d 
u n d i v i d e d profits o f a savings a n d loan associat ion m a y not 
r e v e r s e until indefinite future per iods or m a y n e v e r reverse . 
T h e associat ion controls t h e e v e n t s that c r e a t e t h e tax c o n s e -
q u e n c e , and t h e associat ion is r e q u i r e d to take specif ic act ion 
b e f o r e t h e initial difference r e v e r s e s . T h e r e f o r e , a savings a n d 
loan associat ion should not p r o v i d e i n c o m e taxes on this dif-
f e r e n c e . H o w e v e r , if c i r c u m s t a n c e s indicate that t h e associat ion 
is likely to pay i n c o m e taxes , e i t h e r current ly or in later years , 
b e c a u s e o f k n o w n or e x p e c t e d r e d u c t i o n s in t h e b a d d e b t 
r e s e r v e , i n c o m e taxes at tr ibutable to that r e d u c t i o n should b e 
a c c r u e d as tax e x p e n s e o f t h e c u r r e n t p e r i o d ; t h e a c c r u a l of 
t h o s e i n c o m e taxes should not b e a c c o u n t e d for as an extraor-
dinary i tem. 
The independent auditor should review computations of 
income and franchise tax accruals and should be familiar with 
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the specific provisions of federal, state, and local revenue 
laws and regulations affecting savings and loan associations. 
The auditor's review should include the following steps: 
1. Ascertain whether the association complies with the 
definitional requirements of the Internal Revenue Code 
to qualify for the specialized tax treatment accorded a 
savings and loan association. 
2. Ascertain whether the amounts of permanent differ-
ences, including provision for estimated losses on loans 
and property acquired in settlement of loans and gains 
or losses on the sales of such property have been 
determined properly. 
3. Ascertain whether the bad debt deduction has been 
computed properly by multiplying the current percent-
age provided in the Internal Revenue Code by the 
adjusted pretax accounting income (as defined in para-
graph 21 of APB Opinion no. 23). 
4. Ascertain that the bad debt deduction so computed does 
not exceed either the current 6 percent limitation, which 
is based on loans outstanding at the end of the year, or 
the current 12 percent limitation, which is based on 
year-end aggregate savings account balances. For this 
purpose, the accumulated balance of the bad debt 
reserves should have been calculated as if all tax returns 
for the association were prepared based on adjusted 
pretax accounting income. 
5. Ascertain whether provision has been made for adjust-
ments resulting from examinations of tax returns by 
taxing authorities. 
6. Review the segregation of income tax expense between 
current and deferred income taxes. 
Application of Paragraph 21 of APB Opinion No. 23 
The application of paragraph 21 of APB Opinion no. 23 is 
illustrated below. The column "Federal Income Tax Return" 
is presented to illustrate the difference, resulting from timing 
differences, between the bad debt deduction computed under 
the provisions of APB Opinion no. 23 and the deduction 
allowable on the federal income tax return. 
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Reconciliation of "Pretax Accounting Income" to "Taxable 
Income" 
Federal 
Income 
Financial Tax 
Statements Return 
I n c o m e p e r financial s ta tements , b e f o r e 
i n c o m e taxes (pretax a c c o u n t i n g in-
c o m e ) 
Adjustments 
Provision for losses on loans and prop-
erty a c q u i r e d in s e t t l e m e n t o f loans 
Gain on sale o f proper ty a c q u i r e d in 
s e t t l e m e n t o f loans 
O t h e r p e r m a n e n t differences 
Officers' life i n s u r a n c e p r e m i u m s 
M u n i c i p a l b o n d interest 
U n a l l o w a b l e d e d u c t i o n s 
D i v i d e n d s on p r e - 1 9 4 2 F H L B stock 
T i m i n g differences 
A c c e l e r a t e d d e p r e c i a t i o n 
L o a n fees 
Adjusted pretax a c c o u n t i n g i n c o m e 
T a x a b l e i n c o m e before b a d d e b t de-
duct ion 
B a d d e b t d e d u c t i o n (using 4 2 % for 1 9 7 7 ) 
T a x a b l e i n c o m e 
T a x a b l e i n c o m e p e r federal i n c o m e 
tax re turn 
T a x t h e r e o n ( a s s u m e d 5 0 % rate and use 
o f " n e t c h a n g e " basis) 
$800,000 $800,000 
60,000 60,000 
( 2 5 , 0 0 0 ) ( 2 5 , 0 0 0 ) 
3 , 0 0 0 3 , 0 0 0 
( 3 5 , 0 0 0 ) ( 3 5 , 0 0 0 ) 
2,000 2,000 
( 1,000) ( 1,000) 
— ( 2 5 , 0 0 0 ) 
— 7 5 , 0 0 0 
8 0 4 , 0 0 0 8 5 4 , 0 0 0 
3 3 7 , 6 8 0 3 5 8 , 6 8 0 
$ 4 6 6 , 3 2 0 
$ 4 9 5 , 3 2 0 
$ 2 3 3 , 1 6 0 $ 2 4 7 , 6 6 0 
Under paragraph 23 of APB Opinion no. 23 the association would not be required 
to provide income taxes on the difference of $337,680 between "taxable income" 
and "adjusted pretax accounting income." In this illustration, the current year's tax 
provision would be $233,160 of which $247,660 would be currently payable and the 
difference of $14,500 relating to timing differences, deferred either as a prepaid tax 
or reduction of deferred taxes previously provided. 
If, in the above example, the cumulative bad debt reserve balance on "qualifying 
real property loans" (QLR), as defined by the Internal Revenue Code, was such that 
the $337,680 bad debt deduction would cause the balance of the reserve to exceed 
the 6% limitation based on total qualifying real property loans outstanding at year 
end, then "taxable income" would be computed as shown, following. 
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General Reserve Appropriations and Disclosure 
Paragraphs 24 and 25 of APB Opinion no. 23 state the 
following: 
2 4 . Disclosure. Information that should b e d isc losed in notes 
to financial s ta tements o f a savings and loan associat ion con-
c e r n i n g bad d e b t r e s e r v e s that are a c c o u n t e d for as part o f the 
g e n e r a l r e s e r v e s and u n d i v i d e d profits i n c l u d e s : 
a. T h e p u r p o s e s for w h i c h the r e s e r v e s are p r o v i d e d u n d e r the 
a p p l i c a b l e rules and regulat ions and t h e fact that i n c o m e 
taxes m a y b e p a y a b l e if the r e s e r v e s are u s e d for o ther 
p u r p o s e s , and 
b. T h e a c c u m u l a t e d a m o u n t o f the r e s e r v e s for w h i c h i n c o m e 
taxes h a v e not b e e n a c c r u e d . 
2 5 . T h e disc losure r e q u i r e m e n t s set forth in paragraph 2 4 
also apply to a p a r e n t c o m p a n y of a savings a n d loan associat ion 
a c c o u n t i n g for that i n v e s t m e n t e i t h e r through consol idat ion or 
by the e q u i t y m e t h o d . 
The disclosure requirements and recommendations of APB 
Opinion no. 11, particularly paragraphs 60 and 63, are appro-
priate for fair presentation of financial statements in conform-
ity with generally accepted accounting principles. Disclo-
sures under APB Opinion no. 11 may include the following: 
1. The reasons for, and amounts of, tax effects of the various 
types of timing differences. 
2. Differences between the effective income tax rate in-
dicated in the statement of operations and the statutory 
federal income tax rate. 
Savings and loan associations frequently are members of 
affiliated groups of corporations, which sometimes are com-
posed of a holding company, the association, and subsidiaries 
of either or both, and sometimes consist only of the association 
and its subsidiaries. If a savings and loan association joins 
with its affiliates in filing a consolidated federal income tax 
return, it is necessary to allocate the consolidated income tax 
liability among the affiliated companies. If a savings and loan 
association is a member of a group that presents consolidated 
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financial statements, the separate financial statements of each 
member require a determination of a provision for income 
taxes. The determination may be complex, particularly if one 
or more members of the group have a net operating loss 
deduction or available investment tax credits or foreign tax 
credits. 
Several methods of tax allocation are followed in preparing 
separate financial statements for individual members of a 
consolidated group. The methods include allocating the tax 
based on the income or tax attributable to the association, as 
compared to the total income or tax of the group, or on the 
basis of the hypothetical tax liability that would have been 
incurred had the members filed separate income tax returns. 
A problem in income tax allocation may arise if, for tax 
planning reasons, it is anticipated that the savings and loan 
association may forego its statutory bad debt deduction due 
to the availability in the consolidated return of operating 
losses or tax credits. Then arises the question of the manner 
in which the separate tax provision should be computed for 
the association. One view is that the separate tax provision 
for the association should be computed as if the maximum 
allowable bad debt deduction permitted under the tax laws 
is claimed. A second view is that the tax provision should not 
reflect a bad debt deduction that is not claimed in the 
consolidated income tax return. Both methods are currently 
used in practice and are considered acceptable. 
The subject of intercorporate income tax allocation is 
currently under consideration by the AICPA's accounting 
standards executive committee. 
Issuance of Mortgage-Backed Securities 
Subject to limitations and eligibility requirements, asso-
ciations may issue bonds collateralized by pools of whole 
real estate loans (mortgage-backed bonds). If the amount of 
mortgage-backed bonds is material, they should be shown 
separately on the statement of financial condition and all 
significant terms (for example, collateral amount, interest 
rate, repayment terms) should be disclosed in a note to the 
financial statements. 
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Debentures and Subordinated Debt 
Federal regulations now permit the issuance of subordi-
nated debt securities for terms of not less than seven years. 
Subordinated debt securities issued by savings and loan 
associations should be classified as debt on the association's 
statement of financial condition. Even though the securities 
may be wholly or partially considered as "net worth" for 
certain regulatory purposes, they are debt instruments that 
require repayment. 
Other Liabilities 
The accounts classified as other liabilities comprise accrued 
expenses and other items not specifically included in the 
liability accounts previously discussed. The audit procedures 
are similar to those followed in audits of other commercial 
and industrial enterprises. 
Deferred Income 
In compliance with regulatory requirements, certain in-
come items are deferred and amortized over future periods. 
The independent auditor should be alert to the possibility 
that deferred income accounts, established to conform to 
regulations of the FHLBB, may conflict with generally ac-
cepted accounting principles. If deferral methods conflict 
with pronouncements of authoritative accounting bodies and 
have a material effect on the financial statements, appropriate 
adjustments should be made in the financial statements; 
otherwise, the auditor should modify his report. 
Some of the items deferred under present supervisory 
regulations are the following: 
1. Unrealized profit on real estate sold. Federal regulations 
require that profit on the sale that is not received in 
cash shall be deferred and recorded as income when 
principal payments are received. (See the section enti-
tled "Gains and Losses on Sale of Real Estate" of this 
guide.) 
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2. Gains or losses on security transactions. Federal reg-
ulations provide that, as an alternative to recognizing 
such gains and losses when realized, an association 
could, during 1970 and 1971, elect to defer and amortize 
over a period not to exceed ten years all gains and losses 
(net of related taxes) resulting from the disposition of 
any securities if the disposition is part of a plan adopted 
to meet liquidity requirements and is consistently fol-
lowed for all such transactions. (See the section entitled 
"Investments in Securities.") 
3. Interest earned but uncollected. Associations may 
charge accrued interest to loan accounts, but some 
regulatory authorities require deferral of a portion or all 
of the accrued and uncollected interest. 
4. Unearned loan fees and loan fees collected in advance. 
Unearned loan fees and fees collected in advance are 
loan fees in excess of those that may be taken directly 
into income as permitted by the FSLIC regulations. 
(See the section entitled "Loan Commitment Fees" and 
"Fees for Originating Loans in House.") 
5. Unearned discounts on purchased loans. Present federal 
regulations require that unearned discounts on pur-
chased loans be deferred and amortized over not less 
than ten years. 
6. Unearned discount on home improvement and con-
sumer loans. Interest is usually added to the principal 
of a home improvement or consumer loan and is amor-
tized over the life of the loan. 
The regulatory accounting treatment described for the items 
above may conflict with generally accepted accounting prin-
ciples, although results of the treatment may sometimes not 
be materially different from that obtained if generally ac-
cepted accounting principles were followed. 
Unearned discounts on purchased loans and unearned 
interest and finance charges included in the face amount of 
loans should be amortized on the interest method over the 
expected term of the related loans. The unamortized balance 
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should be shown separately and deducted from the related 
loans in the statement of financial condition. 
Interest on loans is sometimes paid in advance by the 
borrower or may be deducted by the association from loan 
proceeds. The amounts should be deferred and reported as 
income when the interest is earned. 
Accounting for home improvement and consumer loans 
should follow requirements in the AICPA Industry Audit 
Guide, Audits of Finance Companies. 
The computation of amounts deferred and amounts re-
corded as income during the period should be tested. The 
auditor should consider whether any class or item of recorded 
income should be deferred. 
Capital Stock 
A number of states provide for capital stock associations, 
associations that are authorized by state charter to issue and 
sell capital stock (called permanent reserve shares, guaranty 
stock, or guarantee stock) to investors. 
The auditing procedures for capital stock issued by a 
savings and loan association are generally the same as for 
other corporations. 
Some capital stock associations may from time to time issue 
stock dividends to their investors. Unless the stock is closely 
held, generally accepted accounting principles require that 
stock dividends be recorded at fair market value in compli-
ance with Accounting Research Bulletin no. 43, chapter 7, 
section B. However, state supervisory authorities may pro-
hibit recognizing any amount on the books in excess of par 
value or the book value of the stock at the time issued. When 
a prohibition materially affects the presentation of the finan-
cial position of the association, the auditor should consider 
modifying his report. 
Retained Earnings 
Retained earnings should be shown as a single item on the 
statement of financial condition. If appropriate or required, 
a regulatory reserve account analysis can be presented in the 
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statement of retained earnings or stockholders' equity. The 
financial statements should disclose significant restrictions 
on the use of retained earnings for the payment of dividends 
and interest. The restrictions include absolute restrictions, 
such as those imposed by regulatory reserve requirements, 
state laws or credit agreements, and restrictions resulting 
from the accumulation of untaxed bad debt deductions for 
federal or state income tax purposes. A notation should be 
made beside the retained earnings account on the statement 
of financial condition indicating that the retained earnings 
are "substantially restricted." 
General Reserves 
The term "general reserves" refers to the statutory reserves 
established by an association for the sole purpose of providing 
an account against which to charge losses, but does not 
include valuation allowances. Usually the general reserves 
have been established by appropriation of retained earnings; 
however, they may be created by placing restrictions on other 
net worth accounts such as capital stock or paid-in capital. 
Additions are made in accordance with rules and regulations 
of federal and state supervisory authorities. General reserves 
may encompass one or more accounts of an association, 
usually described as follows: 
• General reserve 
• Federal insurance reserve 
• Reserve for contingencies 
• Legal reserve 
• Reserve for bad debts 
While general reserves are, in accordance with supervisory 
rules and regulations, provided to "absorb losses," they 
comprise a part of the equity or net worth of an association 
and accordingly should not be substituted for valuation 
allowances. Valuation allowances, if required, must be de-
ducted from the specific assets to which they apply and 
should not be confused with general reserves. The term 
"general reserves" as discussed in this guide refers to appro-
priations of retained earnings and not to reserves for general 
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or unspecified business risks as discussed in paragraph 14 of 
FASB Statement no. 5. The accounting and disclosure re-
quirements are discussed in paragraph 15 of FASB Statement 
no. 5. 
Supervisory Reserves 
All associations insured by the FSLIC must maintain a 
federal insurance reserve or other optionally named reserves 
for the sole purpose of providing an account against which 
to charge losses, in accordance with Rules and Regulations 
for Insurance of Accounts, and must also meet the require-
ments of any state laws and regulations, if applicable, re-
quiring the maintenance of reserves. Frequently, reserves 
established to meet the requirements of federal regulations, 
if applicable and so designated, are adequate to meet the 
requirements of state reserve laws and regulations. 
The charters of some associations contain provisions relat-
ing to reserve requirements. In some special situations, 
agreements with, or restrictions imposed by, supervisory 
authorities may affect reserve requirements. 
Income Tax Reserve for Bad Debts 
If a savings and loan association meets certain special tests 
and limitations provided in the Internal Revenue Code, 
deductions from taxable income are permitted for annual 
additions to a reserve for bad debts, computed in accordance 
with special provisions of the code. The special tests provided 
in the code and federal income tax regulations pertain prin-
cipally to investments in qualifying assets and to the per-
centage of qualifying gross income to total gross income. For 
federal income tax purposes, the reserve for bad debts need 
not be separately identified in financial statements and may 
be greater or less than the supervisory reserves previously 
described. In any event, an association must comply with 
both the supervisory regulations governing the general re-
serves and the Internal Revenue Code and the related 
regulations governing the income tax reserve for bad debts. 
The Accounting Principles Board concluded in Opinion 
no. 23 that tax allocation is not required for the difference 
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between taxable income and pretax accounting income at-
tributable to a tax bad debt reserve. If circumstances indicate 
that the association is likely to pay income taxes, either 
currently or in later years, because of known or expected 
reductions in the tax bad debt reserves for other than bad 
debt losses, income taxes attributable to those reductions 
should be accrued as tax expenses of the current period; the 
accrual of those income taxes should not be accounted for as 
an extraordinary item. 
In considering the likelihood of payment of income taxes 
because of reductions in reserves (other than from bad debt 
losses charged to the reserves), consideration should be given 
to whether the association is likely to take an action that will 
create a tax liability and whether, under existing rules and 
regulations, supervisory authorities will permit the use of 
such reserves for purposes that will create a tax liability. The 
consideration should apply to both capital stock and mutual 
associations; although, with rare exceptions (for example, 
liquidations), distributions by mutual associations to their 
members are deductible as interest for tax purposes. It is 
unlikely that income tax would become payable in the future 
as a result of the use of general reserves for this purpose. The 
independent auditor ordinarily should obtain written repre-
sentations from management to the effect that no action has 
been taken nor is any action contemplated that would cause 
any portion of the general reserves to be subject to income 
tax. 
Audit Considerations 
The independent auditor should become familiar with the 
reserve requirements of the association's charter and appli-
cable state regulations and the Rules and Regulations for the 
Federal Savings and Loan System. For all associations insured 
by the FSLIC, the auditor should also consider the applicable 
requirements of the Rules and Regulations for Insurance of 
Accounts. 
The auditor should also be familiar with the special pro-
visions of federal, state, and local tax laws affecting the 
reserves of savings and loan associations. 
The independent auditor should review the general re-
serves for compliance with applicable rules and regulations 
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and should consider whether deviations should be disclosed. 
The independent auditor should also consider whether de-
viations should be discussed with the supervisory agent of 
the FHLB and the district director—examinations of the 
FHLBB. 
The auditor should determine if there are any significant 
restrictions on the use of retained earnings for the payment 
of dividends and interest. The restrictions include absolute 
restrictions, such as those imposed by state laws or credit 
agreements and those resulting from an additional income 
tax requirement before payment of dividends and interest. 
The most restrictive limitations should be disclosed in the 
balance sheet or notes. 
Income 
Most savings and loan associations derive the majority of 
their income from interest on loans (mortgage, property 
improvement, consumer credit, savings accounts, real estate 
sold under contract, and 'so forth). Other prime sources 
include loan commitment fees, fees for originating loans in-
house, other loan fees and service charges, income from 
security investments, insurance commissions, escrow and 
trustee fees, rentals from REO, and gains on sale of real estate. 
Other sources of income may include appraisal fees, mem-
bership and transfer fees, fines, and rentals of safe deposit 
boxes. An association's policies on recording income should 
be determined and sufficient tests made to ascertain that the 
policies are consistently applied and that they are in con-
formity with generally accepted accounting principles. 
Material fluctuations in income should be investigated and 
satisfactory explanations obtained. 
Loan Commitment Fees 
Savings and loan associations are highly regulated by 
federal and/or state supervisory authorities. For example, 
regulations provide that federally chartered associations must 
invest primarily in residential mortgage loans. Regulations 
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also govern their investments in other types of loans. In 
addition, the amount (percent) and the timing for recognition 
of commitment fees and origination fees (acquisition credits) 
of loans made or purchased are limited by federal regulations. 
Federal income tax regulations also provide incentives for 
associations to make loans collateralized by residential prop-
erties. 
Associations primarily make or purchase mortgage loans to 
be held as long-term investments. They make the bulk of 
loans directly with the purchasers of the properties. However, 
in recent years, secondary markets have accounted for a 
significant volume of the investment in mortgages by asso-
ciations. The latter activity has been encouraged by govern-
mental regulations to provide additional funds for housing. 
The significant volume of activity of associations in making 
and purchasing loans gives them an ability to determine 
objectively market terms and yields on mortgages. The terms 
and yields are widely publicized locally, regionally, and 
nationally. In developing the accounting for loan commitment 
fees as discussed below, consideration has been given to the 
environment in which savings and loan associations operate. 
Associations often receive nonrefundable commitment fees 
for entering into binding agreements with prospective bor-
rowers or sellers of loans. The fees assure financing by the 
association for a specified period of time or at a specified 
date. While the types of commitment fees may vary, they 
usually are identified as one or more of the following: 
• A fee paid to provide financing at the market rate in 
existence at the time the loan is to be drawn down. 
• A fee paid to guarantee financing at or near the market 
rate at the time the commitment is made. 
• A fee paid to guarantee that a lender of funds for 
construction purposes will be "taken out" of the con-
struction (nonpermanent) loan. 
• A fee paid to obtain a take-out commitment, guaranteed 
by a commitment letter, with little expectation that the 
loan committed will be funded by the issuer of the letter. 
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Commitment fees received by savings and loan associations 
may represent compensation for the cost of underwriting the 
commitment, a fee for the earmarking of funds or compen-
sation for a service rendered (for example, the act of making 
the commitment), a fee for the assumption of the risk of 
adverse changes in market interest rates, and/or an adjust-
ment of the yield on the loan. 
The income from commitment fees has been recorded in 
a variety of ways including recognition— 
• In full when received. 
• When the commitment period has expired or the loan 
has been drawn down. 
• Ratably over the commitment period. 
• Ratably over the combined commitment and loan period; 
if the loan is not drawn down, the balance of the fee is 
recognized at the expiration of the commitment 
period. 
The accounting for recognition of income from commitment 
fees should be based on the nature and substance of the 
transactions. The accounting methods that most frequently 
apply to the types of transactions for savings and loan 
associations are discussed below. 
• Amounts equal to direct underwriting costs should be 
recognized as income at the time the commitment fee 
becomes a contractual obligation. Commitment fees that 
are not received in cash should be evaluated for collec-
tibility. 
• Amounts representing compensation for the earmarking 
of funds or for a service rendered in issuing the com-
mitment should be deferred and amortized over the 
commitment period using the straight-line method. 
• Fees representing the assumption of the risk of adverse 
changes in market interest rates should be deferred until 
the loan is drawn down. At the time the loan is drawn 
down, the current market interest rate and the contract 
interest rate on the loan should be compared. If the 
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current market interest rate at that time is the same as 
or lower than the contract interest rate on the loan, the 
fee should be recognized as income. If the current market 
interest rate is higher than the contract interest rate on 
the loan at the time the loan is drawn down, the fee 
should be deferred and amortized over the loan period 
(the average loan life expectancy for a particular category 
of loans) using the interest method. 
• Amounts representing an adjustment of the yield on 
the loan should be deferred and amortized over the 
combined commitment and loan period (the average loan 
life expectancy for a particular category of loans). The 
straight-line method of amortization should be used 
during the commitment period and the interest method 
should be used for the remaining balance during the 
loan period. 
• Unamortized commitment fees should be recognized as 
income at the end of the commitment period if the loan 
is not funded. 
Savings and loan associations should review all the circum-
stances related to the financing transactions in determining 
the proper accounting method for each commitment fee. 
Recognition of commitment fees in full when received does 
not reflect sufficient consideration of the nature and substance 
of the transaction and, therefore, is not appropriate, except 
to the extent the fees represent reimbursement of direct 
underwriting costs. Direct underwriting costs include the 
costs of salaries and related fringe benefits of loan under-
writing personnel, appraisals, site inspections, processing, 
and other direct expenses incurred in excess of those re-
coverable as fees for originating loans in-house, which are 
discussed in the next section. 
As previously stated, savings and loan associations have 
the ability to objectively determine market interest rates on 
mortgage loans made and purchased, based on their signifi-
cant volume of activity in local, regional, and national mort-
gage markets. This ability provides associations with the 
basis to determine the nature and substance of commitment 
fees and thus the proper method for recognizing such income 
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in accordance with principles established for floating or fixed 
rate commitments as discussed below. 
Floating Rate Commitment Fees 
A floating rate commitment is defined as a commitment to 
provide financing at the market interest rate to be determined 
at the time the loan is drawn down or the purchase transaction 
is to be settled. 
A floating rate commitment fee may compensate for the 
cost of underwriting the commitment, for the earmarking of 
funds, and/or for a service rendered. The presumption is that 
the interest rates on such loans will approximate the market 
interest rate in existence at the time the loan is drawn down 
or the purchase transaction settled. As discussed previously, 
fees equal to direct underwriting costs should be recognized 
as income at the time the commitment fee becomes a con-
tractual obligation. Also, since fees representing compensa-
tion for the earmarking of funds and/or for a service rendered 
are given the same accounting treatment, a floating rate 
commitment fee, in excess of direct underwriting costs, 
should be deferred and amortized over the commitment 
period using the straight-line method of amortization. 
Fixed Rate Commitment Fees 
A fixed rate commitment is defined as a commitment to 
provide financing at an interest rate determined at the time 
the commitment is made. 
A fixed rate commitment fee may compensate for the cost 
of underwriting the commitment, may adjust the yield on the 
loan, or may compensate for the assumption of the risk of 
adverse changes in market interest rates, for the earmarking 
of funds, and/or for a service rendered. It is not practicable 
to separate a fixed rate commitment fee into all its compo-
nents. Accordingly, such a fee, in excess of direct under-
writing costs, should be deferred and amortized over the 
combined commitment and loan period (the average loan life 
expectancy for a particular category of loans). The straight-
line method of amortization should be used during the 
commitment period. When the loan is drawn down or the 
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purchase transaction settled, the current market interest rate 
should be compared with the contract interest rate on the 
loan. If the current market interest rate is the same as or 
lower than the contract interest rate on the loan, the remaining 
unamortized fixed rate commitment fee should be recognized 
as income. If the current market interest rate at the time the 
loan is drawn or purchase transaction is settled is higher than 
the contract interest rate on the loan, the remaining unamor-
tized fixed rate commitment fee should be deferred and 
amortized over the loan period (the average loan life expect-
ancy for a particular category of loans) using the interest 
method. 
If a fixed rate commitment is made for a loan collateralized 
by an existing residence, the time necessary to process the 
loan application normally does not exceed thirty to sixty days. 
The association enters this type of agreement because the 
market rates for residential loans historically have not fluc-
tuated significantly over such a short period. Under the 
circumstances, it would be acceptable to amortize this type 
of commitment fee over the commitment period, since the 
market interest rate expected to exist at the time the loan is 
drawn down will not significantly differ from the rate stated 
in the commitment (the market rate at the time the commit-
ment is made). 
When fees are received in connection with commitments 
to purchase loans in the secondary market, the commitment 
period should be of sufficient duration to warrant the ac-
counting treatment applicable to the components of a fee 
discussed earlier in this section. Otherwise, such commitment 
fees, in excess of an amount equal to direct underwriting 
costs, should generally be considered an adjustment of yield 
and amortized over the combined commitment and loan 
period. In determining whether a commitment period is of 
sufficient duration, considerations should include the market 
environment affecting the level of interest rates. For example, 
in a stable interest rate market environment, a commitment 
period of less than thirty days may not be considered to be 
of sufficient duration. In contrast, during a period of antici-
pated rapid increases in a volatile interest rate market envi-
ronment, a commitment period of less than thirty days may 
be considered to be of a sufficient duration. Judgment must 
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be exercised to provide that fees are accounted for in accord-
ance with the substance of the transaction. 
The amount of unamortized loan commitment fees appli-
cable to loans made or purchased should be deducted from 
the related loans receivable in the statement of financial 
condition. The amount should be disclosed either on the face 
of the financial statements or in the notes. 
For federal regulatory purposes, commitment fees may be 
regarded as acquisition credits that are subject to regulations 
that may permit immediate recognition as income or require 
deferral and amortization in a manner not in conformity with 
generally accepted accounting principles. (See the section 
entitled "Timing of the Audit" for a discussion of how 
variances between generally accepted accounting principles 
and regulatory requirements are treated in reports to the 
FHLBB.) 
Fees for Originating Loans In-House 
Savings and loan associations usually receive fees for 
originating loans in-house. The normal origination fee is 
essentially a reimbursement for the costs of the underwriting 
process of obtaining appraisals, processing the loan applica-
tion, reviewing legal title to the real estate, and other pro-
cedures. Origination fees, to the extent they are a reimburse-
ment for such costs, should be recognized in income at the 
time the loans are made, since the costs of the services are 
normally charged to expense as incurred. Any fees in excess 
of that amount should be accounted for as an adjustment of 
yield. Since determination of origination costs is difficult, 
fees other than commitment fees allowed to be recognized 
as current income by FSLIC regulations may be recorded as 
income at loan closing. Fees based on such amounts generally 
do not exceed origination costs. 
If the portion of a loan commitment fee equal to direct 
underwriting costs has been recognized as income, no ad-
ditional immediate income from all or a portion of loan 
origination fees should be recognized, except to the extent 
that additional loan underwriting costs are incurred. Unam-
ortized loan origination fees remaining after the loan is 
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funded should be deducted from the related loans in the 
statement of financial condition and be amortized to income 
over the loan period by application of the interest method. 
Expenses 
Interest on Savings Accounts 
Interest paid or credited on individual savings accounts 
during the audit period should be tested for proper compu-
tation and recording in the accounts. In addition, an overall 
test should be made of the total interest paid or credited 
during the period. 
The independent auditor should ascertain the date to which 
interest on savings accounts has been recorded on the books 
of the association. When that date does not coincide with the 
audit date, interest expense should be adjusted if the amount 
is material. Otherwise, it may be necessary for the auditor to 
modify the report on the financial statements. 
Other Expenses 
Other expenses should be examined using substantially 
the same procedures followed in other industries, performed 
in accordance with generally accepted auditing standards. 
Accounting for Business Combinations of 
Associations 
Generally accepted accounting principles for combinations 
of business corporations and guides for application of those 
principles are set forth in APB Opinion no. 16. Since savings 
and loan associations possess the relevant characteristics of 
other business corporations, Opinion no. 16 is equally appli-
cable to business combinations of capital stock associations, 
two or more mutual associations, or a capital stock association 
and one or more mutual associations. Although mutual as-
sociations have no capital stock, the holders of savings 
accounts may be regarded as having a form of equity interest 
in those associations. Therefore, if a merger or other combi-
nation involving one or more mutual associations meets the 
applicable criteria (other than those pertaining to stock own-
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ership) set forth in APB Opinion no. 16, the combination 
should be accounted for by the pooling-of-interests method. 
All other combinations should be accounted for by the 
purchase method as described in APB Opinion no. 16 and 
FASB Interpretation no. 9, Applying APB Opinions nos. 16 
and 17 When a Savings and Loan Association or a Similar 
Institution Is Acquired in a Business Combination Accounted 
for by the Purchase Method. 
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Chapter 4 
The Auditor's Report 
The independent auditor reporting on the financial state-
ments of savings and loan associations is governed by gen-
erally accepted auditing standards that apply to the financial 
statements of companies in other industries. Standards are 
established and interpreted by the auditing standards exec-
utive committee of the AICPA. 
Insured associations are subject to accounting rules pre-
scribed by the FHLBB under the Rules and Regulations for 
Insurance of Accounts. Thus, the independent auditor oc-
casionally may encounter accounting requirements that differ 
from generally accepted accounting principles. In view of 
this, special attention should be paid to sections 544.02 and 
.04 of SAS no. 1, which deal with reporting on regulated 
companies; SAS no. 14, Special Reports; and paragraphs 15-18 
of SAS no. 2, dealing with reporting if there is departure from 
a generally accepted accounting principle. Some of the more 
common variances stem from the accounting requirements 
for items such as these: 
1. The amortization of premiums or discounts on loans and 
securities. 
2. Real estate owned. 
3. Report presentation of undisbursed portion of mortgage 
loans. 
4. Recording of profits or losses from the sale of real estate. 
5. Gains or losses on securities transactions. 
6. Loan commitment fees and fees for originating loans in-
house. 
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7. The provision for losses on loans. 
8. Distribution of stock dividends. 
If variances from generally accepted accounting principles 
are material in amount, the independent auditor should 
determine how to modify his opinion. The auditor's report 
should specifically refer to the variance and should give a 
clear explanation of the nature of the modifications and the 
effect of the variance, if applicable, on the financial condition 
and results of operations. The management of an association 
may agree with the auditor's recommended adjustments but 
not record the adjustments because it must file regulatory 
reports on a different basis. It may be acceptable to reflect 
the unrecorded adjustments in the association's financial 
statements and incorporate a reconciliation of the different 
bases in a footnote to the financial statements or as supple-
mentary information. (See section entitled "Timing of the 
Audit" for a discussion of the reporting of differences.) 
The FHLBB Statement of Policy Concerning Acceptability 
of Auditors and Audits and its PA bulletins state the FHLBB 
requirements for audits of savings and loan associations. The 
bulletins provide that the auditor should refer any separate 
report to the association's board of directors, such as a report 
on internal accounting control. 
Other specific requirements of the FHLBB pertaining to 
the scope of the audit and the independent auditor's report 
are similar to those required under generally accepted au-
diting standards and are therefore not discussed in this guide. 
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Illustrative Financial Statements for 
a Mutual Association 
(Consolidated) and a Stock 
Association 
F o l l o w i n g a r e s a m p l e illustrative financial s ta te me n ts of a mutual 
associat ion, p r e p a r e d on the c o n s o l i d a t e d basis , a n d o f a stock 
associat ion, wi thout a c o n s o l i d a t e d subsidiary, reflect ing the prac-
t i ces d e s c r i b e d in the foregoing material . T h e s a m p l e financial 
s t a t e m e n t s do not i n c l u d e all o f t h e a c c o u n t s a n d transact ions that 
might b e found in p r a c t i c e ; t h e y are for i l lustrative p u r p o s e s only. 
T h e financial s ta tements for a stock associat ion m a y not b e 
substantial ly different f rom t h o s e o f a m u t u a l associat ion. T h e 
pr incipal differences are the addit ion o f a s tockholders ' equi ty 
sec t ion in t h e s t a t e m e n t o f financial condi t ion and a s t a t e m e n t o f 
s tockholders ' equi ty , w h i c h r e p l a c e the s t a t e m e n t o f r e t a i n e d earn-
ings for a mutual associat ion. Also, earnings p e r share is p r e s e n t e d 
in t h e s t a t e m e n t o f operat ions . T h e accountant ' s report reflects t h e 
differences . 
T h e format o f the illustrative financial s t a t e m e n t s is o n e w a y to 
p r e s e n t t h e b a s i c financial s t a t e m e n t s for savings and loan associ -
ations. T h e notes indicate the subject m a t t e r g e n e r a l l y r e q u i r e d to 
b e d isc losed , but should b e e x p a n d e d , r e d u c e d , or modified to suit 
individual c i r c u m s t a n c e s . 
As previous ly stated, t h e a c c o u n t a n t should b e familiar with the 
rules a n d regulat ions o f the F H L B B , F S L I C , and F H L B systems, 
i n c l u d i n g t h o s e that re la te to t h e form and c o n t e n t o f financial 
s ta tements . At p r e s e n t , the F H L B B requires presenta t ion o f sepa-
rate s u m m a r y financial s ta tements o f e a c h s e r v i c e corporat ion and 
jo int v e n t u r e o f an institution or its subsidiaries . An e x a m p l e o f 
financial s t a t e m e n t s o f t w o s e r v i c e corporat ions is p r e s e n t e d in the 
i l lustrative financial s ta tements as s u p p l e m e n t a r y note information. 
S u m m a r y financial s ta tements m a y also b e i n c l u d e d with financial 
s ta tements as s u p p l e m e n t a l or o t h e r financial information (not 
i l lustrated) . Information p r e s e n t e d in that m a n n e r m a y not b e cov-
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e r e d by the a c c o u n t a n t ' s report on the b a s i c financial s ta tements , 
but instead c o v e r e d by a separate " s e c o n d " opinion on the sup-
p l e m e n t a l information (SAS no. 1, sec t ion 6 1 0 ) . 
I l lustrative c o n s o l i d a t e d financial s ta tements for a savings a n d 
loan holding c o m p a n y h a v e not b e e n inc luded. H o w e v e r , most o f 
the disc losures i l lustrated for the stock associat ion are equal ly 
appropria te for holding c o m p a n i e s . 
In addit ion to report ing on the b a s i c financial s ta tements , the 
i n d e p e n d e n t a c c o u n t a n t is r e q u i r e d by the F H L B B to report on 
internal a c c o u n t i n g controls , F H L B B m o r t g a g e collateral verifica-
tion, and m o r t g a g e servic ing for the F e d e r a l H o m e L o a n M o r t g a g e 
Corporat ion and p e r h a p s for o t h e r m o r t g a g e investors . 
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A Mutual Association 
(Consolidated) 
To the B o a r d o f D i r e c t o r s 
Mutual Savings a n d L o a n Associat ion: 
W e h a v e e x a m i n e d the c o n s o l i d a t e d s ta te me n ts o f financial 
condit ion o f Mutual Savings and L o a n Associat ion and Subsidiaries 
as o f S e p t e m b e r 3 0 , 1 9 X 7 and 1 9 X 6 , and the re la ted c o n s o l i d a t e d 
s ta tem ents o f operat ions , re ta ined earnings , and c h a n g e s in financial 
position for the years then e n d e d . O u r e x a m i n a t i o n s w e r e m a d e in 
a c c o r d a n c e with general ly a c c e p t e d audit ing standards and, ac-
cordingly , i n c l u d e d such tests o f the a c c o u n t i n g records and such 
o t h e r audit ing p r o c e d u r e s as w e c o n s i d e r e d n e c e s s a r y in the 
c i r c u m s t a n c e s . 
In our opinion, the financial s ta tements refer red to a b o v e p r e s e n t 
fairly the c o n s o l i d a t e d financial posit ion o f Mutual Savings and 
L o a n Associat ion and Subsidiaries as o f S e p t e m b e r 3 0 , 1 9 X 7 and 
1 9 X 6 , and t h e c o n s o l i d a t e d results o f their operat ions a n d t h e 
c h a n g e s in thei r financial posit ion for the years t h e n e n d e d , in 
conformity with general ly a c c e p t e d a c c o u n t i n g pr inc iples appl ied 
on a consis tent basis. 
Signature 
City, State 
Date 
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Mutual Savings and Loan 
Consolidated Statements 
September 30 
Assets 
Cash (including certificates of deposit of 
$1,300,000 (19X7) and $2,400,000 
(19X6) 
Investment securities (Note 5) 
U.S. government (including agencies) 
Market value of $2,346,000 (19X7) 
and $2,141,000 (19X6) 
Municipals 
Market value $1,970,000 (19X7) and 
$2,474,000 (19X6) 
Other 
Marketable equity securities carried 
at market in 19X7 and at cost in 
19X6 (cost in 19X7 of $411,150; 
market in 19X6 of $283,000) 
Loans receivable, net (Notes 2 and 4) 
Real estate 
Acquired in settlement of loans, less 
allowance for losses of $85,566 
(19X7) and $70,141 (19X6) 
Acquired for development (Notes 5 
and 10) 
Office properties and equipment, at 
cost, less accumulated depreciation 
of $1,127,888 (19X7) and $1,006,424 
(19X6) 
Federal Savings and Loan Insurance 
Corporation secondary reserve pre-
payment 
Federal Home Loan Bank stock, at cost 
(Note 4) 
Accrued interest receivable 
Other assets 
19X7 
2,400,100 
2,125,008 
1,101,238 
1,119,578 
5,034,036 
997,723 
2,073,400 
843,874 
635,840 
19X6 
$ 1,563,478 $ 2,751,112 
2,200,038 
2,565,093 
365,000 275,055 
136,134,319 119,997,601 
1,423,676 
1,176,295 
4,793,748 
972,155 
1,291,700 
736,453 
283,100 
$154,393,594 $138,466,026 
The accompanying notes are an integral part of the consolidated financial 
statements. 
82 
Association and Subsidiaries 
of Financial Condition 
September 30 
Liabilities and retained earnings 19X7 19X6 
Savings accounts (Note 3) $119,162,437 $114,532,863 
Advances from Federal Home Loan 
Bank (Note 4) 24,880,000 13,500,000 
Other borrowed money (Notes 5 and 10) 1,361,615 2,800,000 
Advances from borrowers for taxes and 
insurance 701,141 677,576 
Federal income taxes (Note 7) 
Current 36,300 29,000 
Deferred 234,700 187,000 
Other liabilities 2,295,585 1,144,700 
Total liabilities 148,671,778 132,879,139 
Retained earnings—substantially re-
stricted (Note 6) 5,767,966 5,594,887 
Net unrealized loss on marketable 
equity securities (46,150) — 
Retained earnings—net 5,721,816 5,394,887 
Commitments (Note 9) 
$154,393,594 $138,466,026 
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Mutual Savings and Loan Association and 
Subsidiaries 
Consolidated Statements of Operations 
Years ended 
September 30 
19X7 19X6 
Income 
Interest on loans $ 9,536,204 $ 8,136,598 
Loan fees 687,413 503,279 
Interest and dividends on invest-
ments 493,840 425,654 
Gain (loss) on sales of investments, 
net 37,250 (14,919) 
Gain (loss) on sales of loans, net (63,717) 27,469 
Gain on sale of real estate, net 
(Note 10) 37,096 27,418 
Other 66,285 66,028 
Total income 10,794,371 9,171,527 
Expenses 
Interest on savings accounts 
Interest on advances and other bor-
rowed money 
Less: Interest capitalized 
General and administrative expenses 
(Notes 8 and 9) 
Loss provisions and expenses of loans 
and real estate owned, net 
Other 
Total expenses 
Income before provision for federal 
income taxes 
Provision for federal income taxes 
(Notes 6 and 7) 
Current 
Deferred 
Total income tax provision 
Net income 
7,006,533 
1,512,508 
8,519,041 
(98,000) 
8,421,041 
1,404,635 
187,769 
519,847 
10,533,292 
261,079 
40,300 
47,700 
88,000 
$ 173,079 
6,048,663 
776,880 
6,825,543 
(71,000) 
6,754,543 
1,323,625 
176,077 
461,778 
8,716,023 
455,504 
29,000 
111,000 
140,000 
$ 315,504 
The accompanying notes are an integral part of the consolidated financial 
statements. 
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Mutual Savings and Loan Association and 
Subsidiaries 
Consolidated Statements of Retained Earnings 
F o r t h e years e n d e d S e p t e m b e r 3 0 , 1 9 X 7 a n d S e p t e m b e r 3 0 , 1 9 X 6 
B a l a n c e O c t o b e r 1, 1 9 X 5 $ 5 , 2 7 9 , 3 8 3 
N e t i n c o m e for the y e a r e n d e d 
S e p t e m b e r 3 0 , 1 9 X 6 3 1 5 , 5 0 4 
B a l a n c e S e p t e m b e r 3 0 , 1 9 X 6 $ 5 , 5 9 4 , 8 8 7 
N e t i n c o m e for t h e y e a r e n d e d 
S e p t e m b e r 3 0 , 1 9 X 7 1 7 3 , 0 7 9 
N e t u n r e a l i z e d loss on marketable e q u i t y securi t ies ( 4 6 , 1 5 0 ) 
B a l a n c e S e p t e m b e r 3 0 , 1 9 X 7 $ 5 , 7 2 1 , 8 1 6 
T h e a c c o m p a n y i n g notes are an integral part o f the consol idated 
financial s ta tements . 
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Mutual Savings and Loan 
Consolidated Statements of 
Years ended 
September 30 
19X7 19X6 
Sources of funds 
F r o m operat ions 
N e t i n c o m e $ 1 7 3 , 0 7 9 $ 3 1 5 , 5 0 4 
A d d (deduct ) i tems not affect-
ing funds: 
Provisions for losses on 
loans a n d real es ta te 9 3 , 0 0 0 7 9 , 5 1 7 
Provision for d e p r e c i a t i o n 
and amortizat ion 2 2 4 , 8 3 6 2 1 9 , 5 0 8 
O t h e r — n e t ( 3 0 , 7 1 7 ) 7 4 , 4 7 4 
F u n d s p r o v i d e d from op-
erations 4 6 0 , 1 9 8 6 8 9 , 0 0 3 
D e c r e a s e in cash 1 , 1 8 7 , 6 3 4 — 
D e c r e a s e in i n v e s t m e n t securi -
t ies 1 5 0 , 0 7 8 4 0 3 , 7 5 8 
L o a n principal r e p a y m e n t s 2 1 , 5 7 5 , 1 1 7 1 8 , 0 7 9 , 5 8 1 
C o s t o f 
Sales o f part ic ipat ing interests 
in loans 2 , 0 1 7 , 1 3 1 3 , 4 9 3 , 2 2 7 
Sale o f real es ta te a c q u i r e d in 
s e t t l e m e n t o f loans 7 0 4 , 4 9 7 1 , 6 0 5 , 1 4 2 
Sale o f real es ta te d e v e l o p -
m e n t 6 0 9 , 3 8 5 2 0 7 , 1 4 2 
I n t e r e s t c r e d i t e d to savings ac-
c o u n t s 4 , 9 0 4 , 5 7 3 4 , 2 9 4 , 5 5 1 
A d v a n c e s from F e d e r a l H o m e 
L o a n B a n k 1 1 , 3 8 0 , 0 0 0 1 4 , 5 0 0 , 0 0 0 
I n c r e a s e in a d v a n c e s from bor-
r o w e r s for taxes and i n s u r a n c e 2 3 , 5 6 5 7 2 , 4 1 3 
Addit ions of o ther b o r r o w e d 
m o n e y 4 0 0 , 0 0 0 — 
O t h e r 5 5 2 , 0 6 0 2 4 5 , 7 1 8 
$ 4 3 , 9 6 4 , 2 3 8 $ 4 3 , 5 9 0 , 5 3 5 
T h e a c c o m p a n y i n g notes are an integral part o f t h e c o n s o l i d a t e d 
financial s ta tements . 
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Association and Subsidiaries 
Changes in Financial Position 
U s e s o f funds 
I n c r e a s e in cash 
L o a n d i s b u r s e m e n t s 
P u r c h a s e o f loans a n d participat-
ing interests in loans 
Addit ions to real es tate a c q u i r e d 
in s e t t l e m e n t o f loans 
Addit ions to real es ta te a c q u i r e d 
for d e v e l o p m e n t 
P u r c h a s e o f F e d e r a l H o m e L o a n 
B a n k stock 
Addit ions to office proper t ies 
a n d e q u i p m e n t 
N e t c h a n g e s in savings a c c o u n t s 
b e f o r e interest c r e d i t e d 
R e p a y m e n t s o f a d v a n c e s from 
F e d e r a l H o m e L o a n Bank 
R e p a y m e n t s o f o t h e r b o r r o w e d 
m o n e y 
Years ended 
September 30 
19X7 
$ — 
3 7 , 7 3 2 , 2 3 9 
1 , 9 9 6 , 7 2 7 
3 4 4 , 4 6 9 
5 4 2 , 1 7 8 
7 8 1 , 7 0 0 
4 9 4 , 3 5 2 
2 3 4 , 1 8 8 
1 , 8 3 8 , 3 8 5 
19X6 
$ 1 , 3 8 7 , 5 1 7 
3 6 , 6 4 3 , 2 7 0 
2 , 4 5 7 , 5 1 9 
4 9 3 , 0 5 6 
2 8 5 , 3 3 0 
4 5 6 , 6 9 5 
( 1 , 3 3 2 , 8 5 2 ) 
2 , 5 0 0 , 0 0 0 
7 0 0 , 0 0 0 
$ 4 3 , 9 6 4 , 2 3 8 $ 4 3 , 5 9 0 , 5 3 5 
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Mutual Savings and Loan Association and 
Subsidiaries 
Notes to Consolidated Financial Statements 
September 30, 19X7 and September 30, 19X6 
1. Summary of Significant Accounting Policies 
Principles of consolidation. T h e a c c o m p a n y i n g c o n s o l i d a t e d 
financial s ta tements i n c l u d e the a c c o u n t s o f Mutual Savings a n d 
L o a n Associat ion and its whol ly o w n e d subsidiaries . All significant 
i n t e r c o m p a n y b a l a n c e s a n d transact ions b e t w e e n the associat ion 
and its whol ly o w n e d subsidiaries h a v e b e e n e l iminated . 
Investment securities. I n v e s t m e n t securi t ies , e x c e p t for mar-
ketable equi ty securi t ies , are s tated at cost , adjusted for amort izat ion 
o f p r e m i u m s , a n d a c c r e t i o n o f d iscounts on p u r c h a s e . M a r k e t a b l e 
equi ty secur i t ies h a v e b e e n stated at the l o w e r o f a g g r e g a t e cost or 
market . At S e p t e m b e r 3 0 , 1 9 X 6 , market e x c e e d e d cost on t h e s e 
securi t ies and, as a result , t h e y w e r e car r ied at cost . A valuation 
a l l o w a n c e ( r e d u c i n g the carrying a m o u n t o f i n v e s t m e n t securi t ies 
to market ) was e s t a b l i s h e d at S e p t e m b e r 3 0 , 1 9 X 7 . T h e a m o u n t o f 
the valuation a c c o u n t ( $ 4 6 , 1 5 0 ) r e p r e s e n t s the net u n r e a l i z e d loss 
on i n v e s t m e n t securi t ies and was es tabl i shed by a c h a r g e to r e t a i n e d 
earnings . 
Loan commitment fees. N o n r e f u n d a b l e fees r e c e i v e d for c o m -
m i t m e n t s to m a k e or p u r c h a s e loans in the future are d e f e r r e d to 
the e x t e n t that t h e y e x c e e d t h e di rec t costs o f u n d e r w r i t i n g t h e 
c o m m i t m e n t s . F o r c o m m i t m e n t s i ssued to m a k e or p u r c h a s e loans 
at market interest rates e s t a b l i s h e d at the t i m e the c o m m i t m e n t s 
are f u n d e d (floating rate c o m m i t m e n t s ) , fees in e x c e s s o f d i r e c t 
underwri t ing costs are a m o r t i z e d ratably o v e r the c o m m i t m e n t 
period. F o r c o m m i t m e n t s i ssued to m a k e or p u r c h a s e loans at 
market rates es tabl ished at the t i m e the c o m m i t m e n t s are i ssued 
(fixed-rate c o m m i t m e n t s ) , fees in e x c e s s o f di rec t u n d e r w r i t i n g 
costs are a m o r t i z e d o v e r the c o m b i n e d c o m m i t m e n t (on t h e straight-
l ine m e t h o d ) and loan (on t h e interes t m e t h o d ) per iod. U n a m o r t i z e d 
fixed-rate c o m m i t m e n t fees are r e c o g n i z e d as i n c o m e at t h e t i m e t h e 
loans are m a d e or p u r c h a s e d transact ions set t led if t h e m a r k e t in-
teres t rate at s u c h t i m e for similar loans are the s a m e as or l o w e r 
than t h e interest rate fixed w h e n the c o m m i t m e n t w a s issued. N o n -
r e f u n d a b l e c o m m i t m e n t fees r e c e i v e d for c o m m i t m e n t s to m a k e 
loans on exist ing r e s i d e n c e s , w h i c h are usually f u n d e d within ap-
p r o x i m a t e l y 6 0 days, a re a m o r t i z e d to i n c o m e o v e r t h e c o m m i t m e n t 
period. 
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Loan origination fees, discounts, and premiums. T h e port ion o f 
loan origination fees that e x c e e d s the d i rec t costs o f underwri t ing 
and c los ing loans is d e f e r r e d . T h e d e f e r r e d fees a n d discounts 
r e c e i v e d in c o n n e c t i o n with m o r t g a g e loans m a d e a n d p u r c h a s e d 
are a m o r t i z e d to i n c o m e o v e r t h e a v e r a g e life o f m o r t g a g e loans, 
e s t i m a t e d to b e ten years , using the interes t m e t h o d . P r e m i u m s on 
p u r c h a s e d loans are g e n e r a l l y a m o r t i z e d o v e r a p e r i o d of t e n years 
using t h e interes t m e t h o d . 
U n e a r n e d i n c o m e on h o m e i m p r o v e m e n t a n d m o b i l e h o m e loans 
is a m o r t i z e d o v e r the t e r m o f the loans using the interest m e t h o d . 
Real estate. Real es ta te is c a r r i e d at t h e l o w e r o f cos t (fair v a l u e 
for real es ta te a c q u i r e d in s e t t l e m e n t o f loans) or n e t real izable 
value. 
Depreciation. T h e associat ion c o m p u t e s d e p r e c i a t i o n and am-
ortization genera l ly on the straight-l ine m e t h o d for both financial 
report ing a n d federal i n c o m e tax purposes . T h e e s t i m a t e d useful 
lives u s e d to c o m p u t e deprec ia t ion and amortization a r e — b u i l d i n g s , 
forty y e a r s ; e q u i p m e n t , t h r e e to fifteen years ; and l e a s e h o l d im-
p r o v e m e n t s , o v e r the life o f the lease or the life o f t h e i m p r o v e -
m e n t s , w h i c h e v e r is less. 
Allowance for losses. It is the policy of the association to 
provide valuat ion a l l o w a n c e s for e s t i m a t e d losses on loans and real 
estate w h e n a significant a n d p e r m a n e n t d e c l i n e in va lue occurs . 
In providing valuation a l lowances , costs o f holding real es tate , 
including the cost of capital are c o n s i d e r e d . Major loans, real es ta te 
o w n e d i n c l u d i n g d e v e l o p m e n t projects , and major lending areas 
are r e v i e w e d periodical ly to d e t e r m i n e potential p r o b l e m s at an 
early date . T h e associat ion's e x p e r i e n c e has s h o w n that foreclosures 
on loans resul t in s o m e loss. T h e r e f o r e , in addition to a l l o w a n c e s 
for specif ic loans, t h e association m a k e s a provision for losses on 
proper t ies b a s e d in part on loss e x p e r i e n c e and in part on prevail ing 
market condi t ions . Additions to a l l o w a n c e s are c h a r g e d to earnings. 
Income taxes. Deferral o f i n c o m e taxes results primarily from 
prepar ing tax returns on the cash basis o f account ing and prepar ing 
the financial s ta tements on the accrual basis of a c c o u n t i n g , and 
from different m e t h o d s of a c c o u n t i n g for loan fees. 
T h e i n v e s t m e n t tax credi t is a c c o u n t e d for on the flow-through 
m e t h o d . 
2 . Loans Receivable. L o a n s r e c e i v a b l e at S e p t e m b e r 3 0 , 1 9 X 7 
and 1 9 X 6 , c o n s i s t e d o f the following. 
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19X7 19X6 
Firs t m o r t g a g e loans $ 1 3 5 , 8 2 3 , 7 2 2 $ 1 2 2 , 2 7 3 , 5 7 8 
I n s u r e d and G N M A g u a r a n t e e d 
loans 3 , 8 5 5 , 7 2 3 1 , 9 4 5 , 5 9 6 
L o a n s to deposi tors , s e c u r e d by sav-
ings 1 , 3 0 0 , 3 3 8 9 1 6 , 0 4 5 
M o b i l e h o m e loans 1 , 1 5 2 , 9 2 0 6 5 4 , 5 9 9 
Proper ty i m p r o v e m e n t loans 7 8 3 , 4 6 9 6 2 0 , 1 2 0 
O t h e r loans 5 6 , 2 1 7 5 0 , 8 2 2 
1 4 2 , 9 7 2 , 3 8 9 1 2 6 , 4 6 0 , 7 6 0 
L e s s 
U n d i s b u r s e d portion o f m o r t g a g e 
loans 6 , 1 1 5 , 0 4 1 5 , 8 7 3 , 2 7 9 
U n e a r n e d discounts 6 2 4 , 1 0 0 5 1 2 , 2 4 0 
A l l o w a n c e for losses 9 8 , 9 2 9 7 7 , 6 4 0 
$ 1 3 6 , 1 3 4 , 3 1 9 $ 1 1 9 , 9 9 7 , 6 0 1 
At S e p t e m b e r 3 0 , 1 9 X 7 and 1 9 X 6 , loans r e c e i v a b l e i n c l u d e d 
$ 4 , 0 0 0 , 0 0 0 and $ 4 , 2 0 0 , 0 0 0 , respec t ive ly , of loans col la tera l ized by 
multifamily residential proper t ies the t e r m s o f w h i c h w e r e modi-
fied. Interes t on t h e s e loans u n d e r the original te rms w o u l d h a v e 
b e e n approximate ly $ 3 5 0 , 0 0 0 and $ 3 7 5 , 0 0 0 for the years e n d e d 
S e p t e m b e r 3 0 , 1 9 X 7 a n d 1 9 X 6 , r e s p e c t i v e l y . I n te r e s t i n c o m e 
r e c o r d e d u n d e r t h e modified t e r m s was $ 1 2 0 , 0 0 0 a n d $ 1 0 0 , 0 0 0 , re-
spec t ive ly , for t h e t w o years . T h e associat ion is not c o m m i t t e d to 
lend additional funds to debtors w h o s e loans h a v e b e e n modified. 
3. Savings Account Analysis 
September 30 
Balances by 
interest rate 
19X7 19X6 
Amount % Amount % 
5 . 2 5 % Passbook 
Certif icate 
A c c o u n t s : 
$ 4 7 , 6 6 4 , 9 7 5 4 0 % $ 4 4 , 6 6 7 , 8 1 7 3 9 % 
5 . 2 5 to 5 . 7 5 % 
5 . 7 5 to 6 . 5 % 
6 . 5 % and o v e r 
2 7 , 4 0 7 , 3 6 1 
1 7 , 8 7 4 , 3 6 6 
2 6 , 2 1 5 , 7 3 5 
2 3 
15 
2 2 
4 5 , 8 1 3 , 1 4 5 
1 2 , 5 9 8 , 6 1 5 
1 1 , 4 5 3 , 2 8 6 
4 0 
11 
10 
7 1 , 4 9 7 , 4 6 2 6 0 % 6 9 , 8 6 5 , 0 4 6 6 1 % 
$ 1 1 9 , 1 6 2 , 4 3 7 1 0 0 % $ 1 1 4 , 5 3 2 , 8 6 3 1 0 0 % 
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4. Advances From Federal Home Loan Bank. T h e a d v a n c e s from 
the F e d e r a l H o m e L o a n Bank c o n s i s t e d o f the following: 
Interest 
rate 
September 30 
19X7 19X6 
D u e within o n e year : 
O t h e r — a l l d u e within five 
years : 
8 ½ % to 9 % $ — $ 1 0 , 5 0 0 , 0 0 0 
9 % to 1 0 % 1 2 , 2 0 0 , 0 0 0 — 
1 1 ½ % 3 , 7 0 0 , 0 0 0 — 
7 ½ % to 8 % 2 , 5 0 0 , 0 0 0 3 , 0 0 0 , 0 0 0 
9 % to 1 0 % 6 , 4 8 0 , 0 0 0 — 
$ 2 4 , 8 8 0 , 0 0 0 $ 1 3 , 5 0 0 , 0 0 0 
T h e s e a d v a n c e s are col la tera l ized by F e d e r a l H o m e L o a n Bank 
stock and cer ta in first m o r t g a g e loans. 
5 . Other Borrowed Money. O t h e r b o r r o w e d m o n e y cons is ted o f 
the following: 
September 30 
19X7 19X6 
9 ¾ % note , d u e August 1 9 X 7 
1 0 ¼ % note , d u e August 1 9 X 8 
9 % m o r t g a g e loan, d u e O c t o b e r 1 9 X 9 
$ — $ 1 , 6 3 6 , 7 7 0 
2 9 0 , 3 5 4 — 
1 , 0 7 1 , 2 6 1 1 , 1 6 3 , 2 3 0 
$ 1 , 3 6 1 , 6 1 5 $ 2 , 8 0 0 , 0 0 0 
T h e 10¼ p e r c e n t note is col la tera l ized by i n v e s t m e n t securi t ies 
with a carrying va lue o f $ 3 7 5 , 0 0 0 . 
T h e 9 p e r c e n t m o r t g a g e loan is co l la tera l ized by lots in a land de-
v e l o p m e n t project . A principal p a y m e n t o f $ 1 0 , 0 0 0 is r e q u i r e d for 
e a c h lot sold, with any r e m a i n i n g u n p a i d b a l a n c e d u e in O c t o b e r 
19X9 . 
6. Retained Earnings. In connection with the insurance of sav-
ings a c c o u n t s the association is r e q u i r e d to maintain a federal 
i n s u r a n c e r e s e r v e . T h e reserve , w h i c h a g g r e g a t e d $ 4 , 5 5 0 , 9 5 5 at 
S e p t e m b e r 3 0 , 1 9 X 7 , is not a valuation a l l o w a n c e and has not b e e n 
c r e a t e d by c h a r g e s against earnings . It r e p r e s e n t s a restrict ion on 
re ta ined earnings of the associat ion. 
T h e associat ion is a l l o w e d a special bad d e b t d e d u c t i o n l imited 
general ly in t h e current y e a r to 4 2 p e r c e n t (decl ining to 4 0 p e r c e n t 
in 1 9 7 9 ) o f o t h e r w i s e taxable i n c o m e and subject to certain limi-
tations b a s e d on aggregate loans a n d savings a c c o u n t b a l a n c e s at 
the e n d o f the year . I f the a m o u n t s that qualify as d e d u c t i o n s for 
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federal i n c o m e tax p u r p o s e s are later u s e d for p u r p o s e s o ther than 
for b a d d e b t losses , they will b e subject to federal i n c o m e tax at t h e 
t h e n c u r r e n t corpora te rate. R e t a i n e d earnings at S e p t e m b e r 3 0 , 
1 9 X 7 , i n c l u d e $ 4 , 8 4 1 , 9 6 5 for w h i c h federal i n c o m e tax has not b e e n 
provided . 
7. Federal Income Tax. D e f e r r e d tax e x p e n s e results from t iming 
differences in the recogni t ion o f i n c o m e and e x p e n s e for tax and 
financial report ing purposes . T h e sources o f the differences and 
the re la ted tax effects w e r e as follows: 
Years ended 
September 30 
19X7 19X6 
L o a n fees r e c o g n i z e d for financial re-
port ing p u r p o s e s w h e n loans are re-
c o r d e d but d e f e r r e d for tax p u r p o s e s 
Interes t capi ta l ized as part o f real es ta te 
d e v e l o p m e n t costs in the financial 
s ta tem ents but e x p e n s e d for tax pur-
poses 
I n c o m e a n d e x p e n s e s r e c o g n i z e d in the 
financial s ta tements on the accrual basis 
but on the cash basis for tax p u r p o s e s 
O t h e r 
Effec t o f a l l o w a b l e federal tax bad d e b t 
d e d u c t i o n a p p l i e d to a b o v e (net of pref-
e r e n c e tax) 
$ 9 6 , 0 0 0 $ 1 0 7 , 0 0 0 
9 8 , 0 0 0 7 1 , 0 0 0 
( 9 9 , 5 0 0 ) ( 6 , 0 0 0 ) 
( 1 7 , 0 0 0 ) 1 2 , 0 0 0 
( 2 9 , 8 0 0 ) ( 7 3 , 0 0 0 ) 
$ 4 7 , 7 0 0 $ 1 1 1 , 0 0 0 
T h e provision for federal i n c o m e taxes differs from that c o m p u t e d 
at the statutory 4 8 p e r c e n t c o r p o r a t e tax rate, as follows: 
Years ended 
September 30 
19X7 19X6 
T a x at statutory rate 
I n c r e a s e s ( d e c r e a s e s ) in taxes : 
B a d d e b t d e d u c t i o n b a s e d on p e r c e n t -
a g e o f i n c o m e (net o f a p p l i c a b l e pref-
e r e n c e tax) 
Provis ions for loan and real es ta te losses 
O t h e r 
$ 1 2 5 , 3 0 0 $ 2 1 8 , 6 0 0 
( 4 9 , 2 0 0 ) 
2 5 , 9 0 0 
( 1 4 , 0 0 0 ) 
$ 88,000 
( 8 7 , 3 0 0 ) 
21,800 
( 1 3 , 1 0 0 ) 
$ 1 4 0 , 0 0 0 
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8. Employee Benefits. The association maintains an insured, 
contr ibutory p e n s i o n plan for its e m p l o y e e s . T h e associat ion's 
pol icy is to fund pension costs a c c r u e d . T h e total pens ion e x p e n s e 
was $ 4 1 , 9 9 4 in 1 9 X 7 and $ 4 6 , 3 1 1 in 1 9 X 6 and i n c l u d e s amortizat ion 
of prior s e r v i c e cost o v e r a twenty-f ive-year per iod. T h e actuarially 
c o m p u t e d va lue o f v e s t e d benefits at J a n u a r y 1, 1 9 X 7 , the latest 
valuation date , e x c e e d e d t h e plan assets s tated at cost ( w h i c h 
a p p r o x i m a t e s market ) by a p p r o x i m a t e l y $ 7 7 , 5 0 0 . 
9 . Lease Commitments. Rentals u n d e r long- term operat ing 
leases for proper ty a m o u n t e d to $ 9 2 , 0 3 9 in 1 9 X 7 and $ 5 6 , 9 3 8 in 
1 9 X 6 . T h e a m o u n t s h a v e b e e n r e d u c e d b y rental i n c o m e o f $ 5 9 , 5 8 1 
in 1 9 X 7 and by $ 5 9 , 8 3 0 in 1 9 X 6 from subleases o f o n e to four years 
in duration. At S e p t e m b e r 3 0 , 1 9 X 7 , the m i n i m u m rental c o m m i t -
m e n t s u n d e r all n o n c a n c e l a b l e leases with initial or r e m a i n i n g 
t e r m s o f m o r e than one y e a r are as follows: 
Years ending 
September 30 
1 9 X 8 
1 9 X 9 
1 9 X 0 
1 9 X 1 
1 9 X 2 
L a t e r years 
Total m i n i m u m pay-
m e n t s r e q u i r e d — 
n e t 
Gross 
rental 
expense 
$ 1 5 1 , 6 2 0 
1 5 3 , 6 9 5 
1 5 4 , 1 1 1 
1 5 4 , 1 1 1 
1 5 4 , 1 1 1 
2 , 5 6 8 , 2 8 3 
Rental 
income from 
subleases 
$ 3 3 , 1 5 8 
21,180 
4 , 7 7 5 
Net 
rental 
expense 
$ 1 1 8 , 4 6 2 
1 3 2 , 5 1 5 
1 4 9 , 3 3 6 
1 5 4 , 1 1 1 
1 5 4 , 1 1 1 
2 , 5 6 8 , 2 8 3 
$ 3 , 2 7 6 , 8 1 8 
10. Supplementary Information, Consolidated Subsidiaries. The 
following c o n d e n s e d s ta tements s u m m a r i z e the financial posit ions 
and opera t ing results of the associat ion's whol ly o w n e d subsidiaries . 
I n t e r c o m p a n y b a l a n c e s and transact ions are n o t e d parenthet ica l ly . 
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Assets 
C a s h (other sub-
s i d i a r y — $ 1 1 , 4 2 0 
and $ 1 0 , 1 0 0 sav-
ings a c c o u n t with 
parent in 1 9 X 7 
a n d 1 9 X 6 , r e s p e c -
t ively) 
A c c o u n t s rece iva-
ble ( $ 1 4 , 2 0 0 and 
$ 8 , 0 5 0 from par-
ent in 1 9 X 7 and 
1 9 X 6 , r e s p e c t i v e -
ly) 
Real e s t a t e ac-
q u i r e d for devel -
o p m e n t at l o w e r 
o f cost or esti-
m a t e d n e t realiz-
able v a l u e 
E q u i p m e n t (less ac-
c u m u l a t e d depre -
c iat ion o f $ 4 , 9 6 8 
in 1 9 X 7 , and 
$ 3 , 3 7 4 in 1 9 X 6 ) 
O t h e r a s s e t s 
Land development 
subsidiary 
S u m m a r y S t a t e m e n t s o f 
S e p t e m b e r 3 0 , 
Other 
subsidiary 
19X7 19X6 19X7 19X6 
$ 2 3 , 2 3 8 $ 1 7 , 5 4 2 $ 2 4 , 8 7 0 $ 1 8 , 6 5 0 
2 8 , 4 1 2 1 6 , 1 1 1 
1 , 1 1 9 , 5 7 8 1 , 1 7 6 , 2 9 5 — 
1 4 7 , 5 5 9 1 5 1 , 2 9 7 
1 8 , 8 3 4 
7,212 
2 0 , 4 2 8 
5 , 8 7 1 
$ 1 , 2 9 0 , 3 7 5 $ 1 , 3 4 5 , 1 3 4 $ 7 9 , 3 2 8 $ 6 1 , 0 6 0 
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F i n a n c i a l C o n d i t i o n 
1 9 X 7 and 1 9 X 6 
Land development Other 
subsidiary subsidiary 
Liabilities and stock-
holders' equity 19X7 19X6 19X7 19X6 
Notes payable $1,071,261 $1,163,230 $ — $ — 
Federal income 
taxes payable 
Current 8,878 8,168 15,327 3,007 
Deferred 25,400 16,472 — — 
Other liabilities 42,121 33,839 43,284 53,289 
T o t a l liabili-
t ies 1 , 1 4 7 , 6 6 0 1 , 2 2 1 , 7 0 9 5 8 , 6 1 1 5 6 , 2 9 6 
Stockholders ' eq-
uity 1 4 2 , 7 1 5 1 2 3 , 4 2 5 2 0 , 7 1 7 4 , 7 6 4 
$ 1 , 2 9 0 , 3 7 5 $ 1 , 3 4 5 , 1 3 4 $ 7 9 , 3 2 8 $ 6 1 , 0 6 0 
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S u m m a r y S t a t e m e n t s o f Opera t ions 
F o r the Years E n d e d S e p t e m b e r 3 0 , 1 9 X 7 and 1 9 X 6 
I n c o m e 
Sales o f real es ta te 
O t h e r ( $ 1 9 5 , 2 4 8 
and $ 1 1 0 , 7 9 1 
from parent in 
1 9 X 7 and 1 9 X 6 , 
r e s p e c t i v e l y ) 
Total i n c o m e 
E x p e n s e s 
Cost o f real es tate 
sold 
O t h e r e x p e n s e s 
Tota l e x p e n s e s 
I n c o m e before pro-
vision for federal 
i n c o m e taxes 
Provision for fed-
eral i n c o m e 
taxes : 
C u r r e n t 
D e f e r r e d 
T a x provision 
N e t i n c o m e 
Land 
development 
subsidiary 
19X7 19X6 
$ 7 3 1 , 2 6 2 $ 5 8 7 , 4 9 1 
7 3 1 , 2 6 2 5 8 7 , 4 9 1 
6 0 9 , 3 8 5 4 8 9 , 5 7 5 
8 4 , 7 8 1 7 0 , 4 9 8 
6 9 4 , 1 6 6 5 6 0 , 0 7 3 
3 7 , 0 9 6 2 7 , 4 1 8 
8 , 8 7 8 8 , 1 6 8 
8 , 9 2 8 4 , 9 9 2 
1 7 , 8 0 6 1 3 , 1 6 0 
$ 1 9 , 2 9 0 $ 1 4 , 2 5 8 
Other 
subsidiary 
19X7 19X6 
$ - $ -
3 1 2 , 4 2 0 1 8 0 , 5 4 4 
3 1 2 , 4 2 0 1 8 0 , 5 4 4 
2 8 1 , 1 4 0 1 7 4 , 2 8 0 
2 8 1 , 1 4 0 1 7 4 , 2 8 0 
3 1 , 2 8 0 6 , 2 6 4 
1 5 , 3 2 7 3 , 0 0 7 
1 5 , 3 2 7 3 , 0 0 7 
$ 1 5 , 9 5 3 $ 3 , 2 5 7 
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A Stock Association 
To the B o a r d o f Direc tors 
Stock Savings a n d L o a n Associat ion: 
W e h a v e e x a m i n e d the s ta tements of financial condi t ion o f Stock 
Savings a n d L o a n Associat ion as o f S e p t e m b e r 3 0 , 1 9 X 7 and 1 9 X 6 , 
and the r e l a t e d s ta tements o f operat ions , s tockholders ' equity , a n d 
c h a n g e s in financial posit ion for the years t h e n e n d e d . O u r e x a m i -
nations w e r e m a d e in a c c o r d a n c e with g e n e r a l l y a c c e p t e d audit ing 
standards and, accordingly , i n c l u d e d such tests o f the a c c o u n t i n g 
records and such o t h e r audit ing p r o c e d u r e s as w e c o n s i d e r e d 
n e c e s s a r y in t h e c i r c u m s t a n c e s . 
In our opinion, the financial s ta tements refer red to a b o v e p r e s e n t 
fairly the financial posit ion o f Stock Savings a n d L o a n Associat ion 
as o f S e p t e m b e r 3 0 , 1 9 X 7 and 1 9 X 6 , and t h e results o f its opera-
tions and c h a n g e s in its financial posit ion for the years t h e n e n d e d , 
in conformity with general ly a c c e p t e d a c c o u n t i n g pr inc iples 
a p p l i e d on a consis tent basis . 
Signature 
City, State 
Date 
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Stock Savings and 
Statements of 
September 30 
Assets 
Cash (including certificates of deposit 
of $1,300,000 (19X7) and $2,400,000 
(19X6)) 
Investment securities (Note 5) 
U.S. government (including agencies) 
Market value $2,346,000 (19X7) and 
$2,141,000 (19X6) 
Municipals 
Market value $1,970,000 (19X7) and 
$2,474,000 (19X6) 
Other 
Securities carried at market in 19X7 
and at cost in 19X6 (cost in 19X7 
of $411,150; market in 19X6 of 
$283,000) 
Loans receivable, net (Notes 2 and 4) 
Real estate 
Acquired in settlement of loans less 
allowance for losses of $85,566 
(19X7) and $70,141 (19X6) 
Acquired for development (Note 5) 
Office properties and equipment, at 
cost, less accumulated depreciation of 
$1,127,888 (19X7) and $1,006,424 
(19X6) 
Federal Savings and Loan Insurance 
Corporation secondary reserve pre-
payment 
Federal Home Loan Bank stock, at cost 
(Note 4) 
Accrued interest receivable 
19X7 19X6 
$ 1,563,478 $ 2,751,112 
2,400,100 
2,125,008 
365,000 
136,134,319 
1,101,238 
1,119,578 
5,034,036 
997,723 
2,073,400 
843,874 
2,200,038 
2,565,093 
275,055 
119,997,601 
1,423,676 
1,176,295 
4,793,748 
972,155 
1,291,700 
736,453 
Other assets 635,840 283,100 
$154,393,594 $138,466,026 
The accompanying notes are an integral part of the financial statements. 
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Loan Association 
Financial Condition 
Liabilities and stockholders' 
equity 
Savings accounts (Note 3) 
Advances from Federal Home Loan 
Bank (Note 4) 
Other borrowed money (Note 5) 
Advances from borrowers for taxes and 
insurance 
Federal income taxes (Note 7) 
Current 
Deferred 
Other liabilities 
Total liabilities 
Stockholders' equity 
Capital stock—$1 par value, 500,000 
shares authorized; 297,340 shares 
issued and outstanding 
Additional paid-in capital 
Retained earnings—substantially re-
stricted (Note 6) 
Net unrealized loss on marketable 
equity securities (Note 1) 
Total stockholders' equity 
Commitments (Note 9) 
September 30 
19X7 19X6 
$119,162,437 $114,532,863 
24,880,000 
1,361,615 
701,141 
36,300 
234,700 
2,295,585 
148,671,778 
297,340 
148,670 
5,321,956 
(46,150) 
5,721,816 
13,500,000 
2,800,000 
677,576 
29,000 
187,000 
1,144,700 
132,871,139 
297,340 
148,670 
5,148,877 
5,594,887 
$154,393,594 $138,466,026 
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Stock Savings and Loan Association 
Statements of Operations 
Years ended 
September 30 
19X7 19X6 
Income 
Interest on loans $ 9,573,300 $ 8,164,016 
Loan fees 687,413 503,279 
Interest and dividends on investments 493,840 425,654 
Gain (loss) on sales of investments, 
net 37,250 ($14,919) 
Gain (loss) on sales of loans, net (63,717) 27,469 
Other 66,285 66,028 
Total income 10,794,371 9,171,527 
Expenses 
Interest on savings accounts 7,006,533 6,048,663 
Interest on advances and other bor-
rowing 1,512,508 776,880 
8,519,041 6,825,543 
Less interest capitalized (98,000) (71,000) 
8,421,041 6,754,543 
General and administrative expenses 
—Notes 8 and 9 1,404,635 1,323,625 
Loss provisions and expenses of loans 
and real estate owned, net 187,769 176,077 
Other 519,847 461,778 
Total expenses 10,533,292 8,716,023 
Income before provision for federal 
income taxes 261,079 455,504 
Provision for federal income taxes 
(Notes 6 and 7) 
Current 40,300 29,000 
Deferred 47,700 111,000 
Total income tax provision 88,000 140,000 
Net income $ 173,079 $ 315,504 
Earnings per share (based on 
weighted average number of 
shares outstanding) $ .58 $ 1.06 
The accompanying notes are an integral part of the financial statements. 
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Stock Savings and 
Statements of Changes 
Years ended 
September 30 
19X7 19X6 
S o u r c e s o f funds 
F r o m operat ions 
N e t i n c o m e $ 1 7 3 , 0 7 9 $ 3 1 5 , 5 0 4 
A d d ( d e d u c t ) i tems not affecting 
funds: 
Provis ion for losses on loans and 
real es ta te 9 3 , 0 0 0 7 9 , 5 1 7 
Provision for d e p r e c i a t i o n and 
amort izat ion 2 2 4 , 8 3 6 2 1 9 , 5 0 8 
O t h e r — n e t ( 3 0 , 7 1 7 ) 7 4 , 4 7 4 
F u n d s p r o v i d e d from opera-
tions 4 6 0 , 1 9 8 6 8 9 , 0 0 3 
D e c r e a s e in cash 1 , 1 8 7 , 6 3 4 — 
D e c r e a s e in i n v e s t m e n t secur i t ies 1 5 0 , 0 7 8 4 0 3 , 7 5 8 
L o a n principal r e p a y m e n t s 2 1 , 5 7 5 , 1 1 7 1 8 , 0 7 9 , 5 8 1 
C o s t o f 
Sales o f part ic ipating interests in 
loans 2 , 0 1 7 , 1 3 1 3 , 4 9 3 , 2 2 7 
Sale o f real es tate a c q u i r e d in set-
t l e m e n t o f loans 7 0 4 , 4 9 7 1 , 6 0 5 , 1 4 2 
Sale o f real es ta te a c q u i r e d for 
d e v e l o p m e n t 6 0 9 , 3 8 5 2 0 7 , 1 4 2 
In teres t c r e d i t e d to savings a c c o u n t s 4 , 9 0 4 , 5 7 3 4 , 2 9 4 , 5 5 1 
A d v a n c e s from F e d e r a l H o m e L o a n 
Bank 1 1 , 3 8 0 , 0 0 0 1 4 , 5 0 0 , 0 0 0 
I n c r e a s e in a d v a n c e s from b o r r o w e r s 
for taxes and i n s u r a n c e 2 3 , 5 6 5 7 2 , 4 1 3 
Addit ions o f o t h e r borrowings 4 0 0 , 0 0 0 — 
O t h e r 5 5 2 , 0 6 0 2 4 5 , 7 1 8 
$ 4 3 , 9 6 4 , 2 3 8 $ 4 3 , 5 9 0 , 5 3 5 
The accompanying notes are an integral part of the financial statements. 
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Loan Association 
in Financial Position 
U s e s o f funds 
I n c r e a s e in cash 
L o a n d i s b u r s e m e n t s 
P u r c h a s e o f loans and part ic ipat ing 
interests in loans 
Addit ions to real es ta te a c q u i r e d in 
s e t t l e m e n t o f loans 
Addit ions to real es ta te a c q u i r e d for 
d e v e l o p m e n t 
P u r c h a s e o f F e d e r a l H o m e L o a n 
B a n k stock 
Addit ions to office proper t ies and 
e q u i p m e n t 
N e t c h a n g e s in savings a c c o u n t b e -
fore interes t c r e d i t e d 
R e p a y m e n t s o f a d v a n c e s from F e d -
eral H o m e L o a n Bank 
R e p a y m e n t s o f o t h e r b o r r o w e d 
m o n e y 
Years ended 
September 30 
19X7 19X6 
3 7 , 7 3 2 , 2 3 9 
1 , 9 9 6 , 7 2 7 
3 4 4 , 4 6 9 
5 4 2 , 1 7 8 
7 8 1 , 7 0 0 
4 9 4 , 3 5 2 
2 3 4 , 1 8 8 
1 , 8 3 8 , 3 8 5 
$ 1 , 3 8 7 , 5 1 7 
3 6 , 6 4 3 , 2 7 0 
2 , 4 5 7 , 5 1 9 
4 9 3 , 0 5 6 
2 8 5 , 3 3 0 
4 5 6 , 6 9 5 
( 1 , 3 3 2 , 8 5 2 ) 
2 , 5 0 0 , 0 0 0 
7 0 0 , 0 0 0 
$ 4 3 , 9 6 4 , 2 3 8 $ 4 3 , 5 9 0 , 5 3 5 
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$ -
Stock Savings and Loan Association 
Notes to Financial Statements 
September 30, 19X7 and September 30, 19X6 
1. Summary of Significant Accounting Policies 
Investment securities. I n v e s t m e n t securi t ies , e x c e p t for market -
able equi ty securi t ies , are stated at cost , adjusted for amortization 
o f p r e m i u m s , and a c c r e t i o n o f discounts on p u r c h a s e . M a r k e t a b l e 
equi ty secur i t ies h a v e b e e n stated at t h e l o w e r of a g g r e g a t e cost or 
market . At S e p t e m b e r 3 0 , 1 9 X 6 , market e x c e e d e d cost on t h e s e 
securi t ies , and, as a result , t h e y w e r e carr ied at cost . A valuation 
a l l o w a n c e ( reducing the carrying v a l u e o f i n v e s t m e n t securi t ies to 
market ) was es tabl ished at S e p t e m b e r 3 0 , 1 9 X 7 , by a c h a r g e to 
s tockholders ' equity . T h e a m o u n t o f this valuat ion a l l o w a n c e 
( $ 4 6 , 1 5 0 ) r e p r e s e n t s the n e t u n r e a l i z e d loss on i n v e s t m e n t securi -
ties. 
Loan commitment fees. N o n r e f u n d a b l e fees r e c e i v e d for c o m -
m i t m e n t s to m a k e or p u r c h a s e loans in the future are d e f e r r e d to the 
e x t e n t that t h e y e x c e e d t h e di rec t costs o f underwri t ing the c o m -
m i t m e n t s . F o r c o m m i t m e n t s i ssued to m a k e or p u r c h a s e loans at 
market interest rates es tabl i shed at the t i m e the c o m m i t m e n t s are 
f u n d e d (floating rate c o m m i t m e n t s ) , fees in e x c e s s o f di rec t under -
writing costs are a m o r t i z e d ratably o v e r the c o m m i t m e n t per iod . 
F o r c o m m i t m e n t s issued to m a k e or p u r c h a s e loans at market rates 
es tabl ished at the t i m e the c o m m i t m e n t s are i ssued (fixed-rate 
c o m m i t m e n t s ) , fees in e x c e s s o f di rec t u n d e r w r i t i n g costs are 
a m o r t i z e d o v e r t h e c o m b i n e d c o m m i t m e n t (on the straight-l ine 
m e t h o d ) and loan (on the interest m e t h o d ) per iod . U n a m o r t i z e d 
fixed-rate c o m m i t m e n t fees are r e c o g n i z e d as i n c o m e at t h e t i m e 
the loans are m a d e or p u r c h a s e d t ransact ions set t led if the m a r k e t 
interest rate at such t i m e for similar loans are the s a m e as or l o w e r 
than the interest rate fixed w h e n the c o m m i t m e n t was issued. 
N o n r e f u n d a b l e c o m m i t m e n t fees r e c e i v e d for c o m m i t m e n t s to 
m a k e loans on exist ing r e s i d e n c e s , w h i c h are usually f u n d e d 
within approximate ly 6 0 days, are a m o r t i z e d to i n c o m e o v e r t h e 
c o m m i t m e n t per iod. 
Loan origination fees, discounts, and premiums. T h e port ion o f 
loan origination fees that e x c e e d s t h e d i rec t costs o f u n d e r w r i t i n g 
and closing loans is defer red . T h e d e f e r r e d fees a n d discounts 
r e c e i v e d in c o n n e c t i o n with m o r t g a g e loans m a d e a n d p u r c h a s e d 
are a m o r t i z e d to i n c o m e o v e r the a v e r a g e life o f m o r t g a g e loans, 
e s t i m a t e d to b e ten years , using the interes t m e t h o d . P r e m i u m s 
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on p u r c h a s e d loans are genera l ly a m o r t i z e d o v e r a p e r i o d o f t e n 
years using t h e interest m e t h o d . 
U n e a r n e d i n c o m e on h o m e i m p r o v e m e n t and m o b i l e h o m e loans 
is a m o r t i z e d o v e r the te rm o f loans using the interest m e t h o d . 
Real estate. Real es ta te is car r ied at t h e l o w e r o f cost (fair v a l u e 
for real es ta te a c q u i r e d in s e t t l e m e n t o f loans) or net real izable 
value . 
Depreciation. T h e associat ion c o m p u t e s d e p r e c i a t i o n and am-
ortization genera l ly on the straight-l ine m e t h o d for both financial 
report ing and federal i n c o m e tax purposes . T h e e s t i m a t e d useful 
l ives u s e d to c o m p u t e d e p r e c i a t i o n and amort izat ion are building, 
forty years ; e q u i p m e n t , t h r e e to fifteen years ; and leasehold im-
p r o v e m e n t s , o v e r the life o f t h e l e a s e or t h e life o f t h e i m p r o v e m e n t s , 
w h i c h e v e r is less . 
Allowance for losses. It is the policy of the association to pro-
vide valuat ion a l l o w a n c e s for e s t i m a t e d losses on loans and real 
es ta te w h e n a significant and p e r m a n e n t d e c l i n e in v a l u e occurs . In 
providing valuation a l l o w a n c e s , costs o f holding real es ta te includ-
ing the cos t o f capital are c o n s i d e r e d . Major loans, real es ta te o w n e d 
including d e v e l o p m e n t projects , a n d major lending areas are re-
v i e w e d per iodica l ly to d e t e r m i n e potential p r o b l e m s at an ear ly 
date . T h e associat ion 's e x p e r i e n c e has s h o w n that foreclosures on 
loans result in s o m e loss. T h e r e f o r e , in addit ion to a l l o w a n c e s for 
specific loans, the associat ion m a k e s a provision for losses on 
proper t ies b a s e d in part on e x p e r i e n c e and in part on prevai l ing 
market condi t ions . Additions to a l l o w a n c e s are c h a r g e d to earnings . 
Income taxes. Deferra l of i n c o m e taxes results pr imari ly from 
the p r a c t i c e o f prepar ing tax re turns on the cash basis o f a c c o u n t i n g , 
w h i l e the financial s ta tements are p r e p a r e d on the a c c r u a l basis o f 
a c c o u n t i n g , and from different m e t h o d s o f a c c o u n t i n g for loan fees . 
T h e i n v e s t m e n t tax c redi t is a c c o u n t e d for on the f low-through 
m e t h o d . 
2 . Loans Receivable. L o a n s r e c e i v a b l e at S e p t e m b e r 3 0 , 1 9 X 7 , 
a n d 1 9 X 6 , c o n s i s t e d o f the following. 
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September 30 
19X7 19X6 
Firs t m o r t g a g e loans $ 1 3 5 , 8 2 3 , 7 2 2 $ 1 2 2 , 2 7 3 , 5 7 8 
I n s u r e d a n d G N M A g u a r a n t e e d 
loans 3 , 8 5 5 , 7 2 3 1 , 9 4 5 , 5 9 6 
L o a n s to deposi tors , s e c u r e d by sav-
ings 1 , 3 0 0 , 3 3 8 9 1 6 , 0 4 5 
M o b i l e h o m e loans 1 , 1 5 2 , 9 2 0 6 5 4 , 5 9 9 
Proper ty i m p r o v e m e n t loans 7 8 3 , 4 6 9 6 2 0 , 1 2 0 
O t h e r loans 5 6 , 2 1 7 5 0 , 8 2 2 
1 4 2 , 9 7 2 , 3 8 9 1 2 6 , 4 6 0 , 7 6 0 
L e s s : 
U n d i s b u r s e d port ion o f m o r t g a g e 
loans 6 , 1 1 5 , 0 4 1 5 , 8 7 3 , 2 7 9 
U n e a r n e d discounts 6 2 4 , 1 0 0 5 1 2 , 2 4 0 
A l l o w a n c e for losses 9 8 , 9 2 9 7 7 , 6 4 0 
$ 1 3 6 , 1 3 4 , 3 1 9 $ 1 1 9 , 9 9 7 , 6 0 1 
At S e p t e m b e r 3 0 , 1 9 X 7 , and 1 9 X 6 , loans r e c e i v a b l e i n c l u d e d 
$ 4 , 0 0 0 , 0 0 0 a n d $ 4 , 2 0 0 , 0 0 0 , r e s p e c t i v e l y , o f loans col la tera l ized by 
mult i family residential proper t ies t h e t e r m s o f w h i c h w e r e modi -
fied. I n t e r e s t on t h e loans u n d e r t h e original t e r m s w o u l d h a v e 
b e e n a p p r o x i m a t e l y $ 3 5 0 , 0 0 0 a n d $ 3 7 5 , 0 0 0 for t h e years e n d e d 
S e p t e m b e r 3 0 , 1 9 X 7 , a n d 1 9 X 6 , r e s p e c t i v e l y . In teres t i n c o m e re-
c o r d e d u n d e r t h e modif ied t e r m s w a s $ 1 2 0 , 0 0 0 and $ 1 0 0 , 0 0 0 , re-
spec t ive ly , for t h e t w o years . T h e associat ion is not c o m m i t t e d to 
l e n d addit ional funds to debtors w h o s e loans h a v e b e e n modified. 
3. Savings Account Analysis 
September 30 
Balances by 
interest rate 
19X7 19X6 
Amount % Amount % 
5.25% passbook $ 4 7 , 6 6 4 , 9 7 5 4 0 % $ 4 4 , 6 6 7 , 8 1 7 3 9 % 
Cert i f icate 
A c c o u n t s : 
5 . 2 5 to 5 . 7 5 % 2 7 , 4 0 7 , 3 6 1 2 3 4 5 , 8 1 3 , 1 4 5 4 0 
5 . 7 5 to 6 . 5 % 1 7 , 8 7 4 , 3 6 6 1 5 1 2 , 5 9 8 , 6 1 5 11 
6 . 5 % a n d o v e r 2 6 , 2 1 5 , 7 3 5 22 1 1 , 4 5 3 , 2 8 6 10 
7 1 , 4 9 7 , 4 6 2 60 6 9 , 8 6 5 , 0 4 6 61 
$ 1 1 9 , 1 6 2 , 4 3 7 100% $ 1 1 4 , 5 3 2 , 8 6 3 100% 
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4. Advances From Federal Home Loan Bank. T h e a d v a n c e s from 
the F e d e r a l H o m e L o a n B a n k c o n s i s t e d o f t h e following: 
D u e within o n e y e a r 
O t h e r — a l l d u e within 
five years : 
Interest rate 
8½%-9% 
9%-10% 
11½% 
7½%-8% 
9%-10% 
September 30 
19X7 19X6 
$ _ $ 1 0 , 5 0 0 , 0 0 0 
12,200,000 — 
3 , 7 0 0 , 0 0 0 — 
2 , 5 0 0 , 0 0 0 
6 , 4 8 0 . 0 0 0 
3 , 0 0 0 , 0 0 0 
$ 2 4 , 8 8 0 , 0 0 0 $ 1 3 , 5 0 0 , 0 0 0 
T h e s e a d v a n c e s are col la tera l ized b y F e d e r a l H o m e Bank stock 
and cer ta in first m o r t g a g e loans. 
5 . Other Borrowed Money. O t h e r b o r r o w e d m o n e y consis ted o f 
the fol lowing: 
September 30 
19X7 19X6 
9 ¾ % note , d u e August , 1 9 X 7 $ — $ 1 , 6 3 6 , 7 7 0 
1 0 ¼ % note , d u e August , 1 9 X 8 2 9 0 , 3 5 4 — 
9 % m o r t g a g e loan, d u e O c t o b e r , 1 9 X 9 1 , 0 7 1 , 2 6 1 1 , 1 6 3 , 2 3 0 
$ 1 , 3 6 1 , 6 1 5 $ 2 , 8 0 0 , 0 0 0 
T h e 10¼ p e r c e n t note is col la tera l ized by i n v e s t m e n t securi t ies 
with a carrying va lue o f $ 3 7 5 , 0 0 0 . 
T h e 9 p e r c e n t m o r t g a g e loan is col la tera l ized by lots in a land 
d e v e l o p m e n t project . A principal p a y m e n t o f $ 1 0 , 0 0 0 is required 
for e a c h lot sold, with any r e m a i n i n g u n p a i d b a l a n c e due in 
O c t o b e r , 1 9 X 9 . 
6. Retained Earnings. In connection with the insurance of savings 
a c c o u n t s , the associat ion is r e q u i r e d to mainta in a federal insurance 
r e s e r v e . I n addition, the associat ion is subjec t to the r e s e r v e require-
m e n t s o f the state regulatory authori t ies . T h e s e r e q u i r e d reserves , 
w h i c h a g g r e g a t e d approximate ly $ 4 , 0 5 0 , 0 0 0 at S e p t e m b e r 3 0 , 1 9 X 7 , 
r e p r e s e n t a statutory restr ic t ion on r e t a i n e d earnings and cash divi-
d e n d s m a y not b e c h a r g e d against s u c h r e s e r v e s . A s u m m a r y of re-
t a i n e d earnings res t r i c ted by statutory r e q u i r e m e n t s and the amounts 
avai lable for p a y m e n t o f c a s h d i v i d e n d s appears in the table be low: 
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R e q u i r e d statutory r e s e r v e 
R e t a i n e d earnings available for c a s h d i v i d e n d s : 
Not subject to federal i n c o m e taxes 
Subject to federal i n c o m e taxes , w h i c h m u s t 
b e p r o v i d e d at the t h e n c u r r e n t corpora te 
tax rate 
R e t a i n e d earnings , S e p t e m b e r 3 0 , 1 9 X 7 
$ 4 , 0 5 0 , 0 0 0 
4 2 5 , 0 0 0 
8 4 7 , 0 0 0 
1 , 2 7 2 , 0 0 0 
$ 5 , 3 2 2 , 0 0 0 
R e t a i n e d earnings at S e p t e m b e r 3 0 , 1 9 X 7 , i n c l u d e s a p p r o x i m a t e l y 
$ 4 , 8 9 7 , 0 0 0 for w h i c h federal i n c o m e tax has not b e e n provided . 
T h e associat ion is a l l o w e d a special b a d d e b t d e d u c t i o n l imi ted 
genera l ly in the c u r r e n t y e a r to 4 2 p e r c e n t (dec l ining to 4 0 p e r c e n t in 
1 9 7 9 ) o f o t h e r w i s e taxable i n c o m e and subjec t to cer ta in l imitations 
b a s e d on a g g r e g a t e loans a n d savings a c c o u n t b a l a n c e s at t h e e n d o f 
the year . I f the a m o u n t s that qualify as d e d u c t i o n s for federal i n c o m e 
tax p u r p o s e s are later u s e d for p u r p o s e s o t h e r than f o r b a d d e b t losses , 
inc luding distributions in l iquidation, t h e y will b e subject to federal 
i n c o m e tax at t h e t h e n c u r r e n t corpora te rate. 
7. Federal Income Tax. D e f e r r e d tax e x p e n s e results from t iming 
differences in the recogni t ion o f i n c o m e and e x p e n s e for tax a n d 
financial report ing purposes . T h e sources o f the differences and 
the re la ted tax effects w e r e as follows: 
For years ended 
September 30 
19X7 19X6 
L o a n fees r e c o g n i z e d for financial re-
port ing p u r p o s e s w h e n loans are re-
c o r d e d but d e f e r r e d for tax p u r p o s e s 
Interes t capi ta l ized as part o f real es tate 
d e v e l o p m e n t costs in the financial state-
m e n t s but e x p e n s e d for tax p u r p o s e s 
I n c o m e a n d e x p e n s e s r e c o g n i z e d in the 
financial s ta tements on the accrual basis 
but on the cash basis for tax p u r p o s e s 
O t h e r 
Effec t o f a l lowable federal tax bad d e b t 
d e d u c t i o n appl ied to a b o v e (net o f pref-
e r e n c e tax) 
$ 9 6 , 0 0 0 $ 1 0 7 , 0 0 0 
9 8 , 0 0 0 7 1 , 0 0 0 
( 9 9 , 5 0 0 ) ( 6 , 0 0 0 ) 
( 1 7 , 0 0 0 ) 1 2 , 0 0 0 
( 2 9 , 8 0 0 ) ( 7 3 , 0 0 0 ) 
$ 4 7 , 7 0 0 $ 1 1 1 , 0 0 0 
T h e provision for federal i n c o m e taxes differs from that c o m p u t e d 
at the statutory 4 8 p e r c e n t c o r p o r a t e tax rate, as follows: 
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T a x at statutory rate 
I n c r e a s e s ( d e c r e a s e s ) in 
taxes result ing from: 
B a d d e b t d e d u c t i o n 
b a s e d on p e r c e n t a g e 
o f i n c o m e (net of ap-
pl icable p r e f e r e n c e 
tax) 
Provisions for loan and 
real es ta te losses 
O t h e r 
For years ended 
September 30 
19X7 19X6 
$ 1 2 5 , 3 0 0 $ 2 1 8 , 6 0 0 
( 4 9 , 2 0 0 ) ( 8 7 , 3 0 0 ) 
2 5 , 9 0 0 
( 1 4 , 0 0 0 ) 
21,800 
( 1 3 , 1 0 0 ) 
$ 8 8 , 0 0 0 $ 1 4 0 , 0 0 0 
8. Employee Benefits. The association maintains an insured, 
contr ibutory pension plan for its e m p l o y e e s . T h e association's 
policy is to fund pension costs a c c r u e d . T h e total pens ion e x p e n s e 
was $ 4 1 , 9 9 4 in 1 9 X 7 and $ 4 6 , 3 1 1 in 1 9 X 6 and inc ludes amortiza-
tion o f prior s e r v i c e cost o v e r a twenty-f ive-year period. T h e 
actuarially c o m p u t e d va lue of v e s t e d benefi ts at January 1, 1 9 X 7 , 
the latest valuation date , e x c e e d e d the plan assets stated at cost 
(which a p p r o x i m a t e s market ) by a p p r o x i m a t e l y $ 7 7 , 5 0 0 . 
9. Lease Commitments. Rental u n d e r long- term operat ing leases 
for proper ty a m o u n t e d to $ 9 2 , 0 3 9 in 1 9 X 7 and $ 5 6 , 9 3 8 in 1 9 X 6 . 
T h e a m o u n t s h a v e b e e n r e d u c e d by rental i n c o m e o f $ 5 9 , 5 8 1 in 
1 9 X 7 and $ 5 9 , 8 3 0 in 1 9 X 6 from subleases o f o n e to t h r e e years in 
duration. At S e p t e m b e r 30 , 1 9 X 7 , the m i n i m u m rental c o m m i t m e n t s 
u n d e r all n o n c a n c e l a b l e leases with initial or r e m a i n i n g terms o f 
m o r e than o n e y e a r are as follows: 
Years ending 
September 30 
1 9 X 8 
1 9 X 9 
1 9 X 0 
1 9 X 1 
1 9 X 2 
L a t e r years 
Gross 
rental 
expense 
$ 1 5 1 , 6 2 0 
1 5 3 , 6 9 5 
1 5 4 , 1 1 1 
1 5 4 , 1 1 1 
1 5 4 , 1 1 1 
2 , 5 6 8 , 2 8 3 
Rental 
income from 
subleases 
$ 3 3 , 1 5 8 
21,180 
4 , 7 7 5 
Total m i n i m u m p a y m e n t s r e q u i r e d — n e t 
Net 
rental 
expense 
$ 1 1 8 , 4 6 2 
1 3 2 , 5 1 5 
1 4 9 , 3 3 6 
1 5 4 , 1 1 1 
1 5 4 , 1 1 1 
2 , 5 6 8 , 2 8 3 
$ 3 , 2 7 6 , 8 1 8 
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Glossary 
Terms Common to Savings and Loan Associations 
abstract of title A history of title transactions or conditions 
affecting the title of a property. Such a document does not convey 
title or guarantee title. See also title opinion. 
acquisition credits See loan fee. 
amortized mortgage A loan that requires regular periodic (usually 
monthly) principal payments as opposed to a straight mortgage. 
See straight mortgage. 
appraised value A valuation made by an approved or licensed 
appraiser involving facts, assumptions, and techniques consid-
ered by the appraiser to be appropriate in a given circumstance. 
An association appraiser may be a director or an employee. An 
independent appraiser, usually licensed, is not an employee of 
the association. 
appropriated retained earnings See reserves. 
brokered savings deposits Savings deposits that have been ob-
tained for an association by brokers. 
building loan See construction loan. 
capital stock Commonly referred to as nonwithdrawable shares, 
permanent reserve shares, or guarantee (also guaranty) stock. 
Ownership of capital stock associations rests with the stockhold-
ers. In some states, owners of savings accounts and borrowers in 
the association have voting rights even though they are not 
stockholders. The board of directors is elected by the stockholders 
and members. It is customary for members to sign proxies 
delegating their voting rights to an officer, director, stockholder, 
or proxy committee. 
capital stock associations Associations having stockholders, in 
contrast to mutual associations. 
cease and desist order An order by the FHLBB to discontinue an 
unsafe or unsound practice. 
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certifcate of title Opinion wri t ten by a t torney regarding condi-
tion o f the title to property . T h e at torney 's opinion is b a s e d on 
his findings from e x a m i n i n g p u b l i c records . S e e also title opinion. 
chatel paper I n s t r u m e n t e v i d e n c i n g p l e d g e o f proper ty o t h e r 
than real property . 
closing cost  A m o u n t paid by b o r r o w e r at c losing o f loan. G e n -
erally i n c l u d e s loan fee, a t torney 's fee , cost o f abstract o f title or 
title insurance , recording fee, and appraisal fee. 
commercial paper A negotiable instrument, usually a short-term 
u n s e c u r e d promissory note i ssued by a corporat ion a n d sold to 
investors , primarily o ther c o m p a n i e s . 
condominium A sys tem o f di rec t o w n e r s h i p o f a s ingle unit in a 
mult iunit s t ructure . T h e individual owns the unit in m u c h the 
s a m e m a n n e r as if it w e r e a s ingle-family d w e l l i n g ; h e holds 
direc t legal title to the unit a n d proport ionate interest in the 
c o m m o n areas and under ly ing ground. S e e also cooperative. 
conversion T h e c h a n g e o f a savings and loan associat ion from a 
m u t u a l to a stock form of char ter . T h e t e r m can also apply to a 
c h a n g e from a state to a federal ly c h a r t e r e d savings and loan 
associat ion and v i c e versa . 
cooperative A system o f indirec t o w n e r s h i p o f a s ingle unit in 
a mult iuni t s tructure. T h e individual owns shares in a nonprofit 
corporat ion, w h i c h holds title to t h e bui lding; the corporat ion in 
turn gives the o w n e r a long- term proprietary l e a s e to the unit. 
S e e also condominium. 
construction loan F i rs t m o r t g a g e loan to finance construct ion 
cost . 
deed A wri t ten ins t rument c o n v e y i n g title to real estate . A 
warranty d e e d guarantees a p e r f e c t title, and the g r a n t e e is 
ent i t led to r e c o v e r from t h e grantor any loss sustained b y reason 
of i m p e r f e c t title. A quit -c laim d e e d c o n v e y s only the grantor 's 
title, w h a t e v e r its state. A deed- taken- in- l ieu-of - forec losure is 
usually a quit-claim deed. See also quit-claim deed. 
deed-of-trust C o n v e y a n c e o f title to a t rus tee as securi ty for a 
debt . 
deficiency judgment J u d g m e n t against a debtor , w h i c h repre-
sents t h e e x c e s s of his d e b t o v e r p r o c e e d s real ized from the 
securi ty to the debt . 
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deposit association A savings and loan associat ion that des ignates 
savings a c c o u n t s as " d e p o s i t s " ra ther than " m e m b e r a c c o u n t s " 
or " s h a r e a c c o u n t s . " 
direct holding cost  T h e costs or e x p e n s e s direc t ly assoc ia ted 
with holding real es tate o w n e d , including (a) real estate taxes 
and similar assessments , (b) insurance , (c) m a i n t e n a n c e and 
u p k e e p , and (d) a v e r a g e cost o f all capital (debt and equity) . 
direct reduction mortgage M o r t g a g e b e i n g a m o r t i z e d o v e r a def-
inite p e r i o d o f t i m e having p e r i o d i c (usually monthly) p a y m e n t s 
o f a like a m o u n t with the p a y m e n t appl ied first to interest and 
then to principal . 
dividend A m o u n t paid to savers ( m e m b e r s ) ( cal led interest in 
s o m e states, and not ca l led interest in o ther states) and an e x p e n s e 
of the associat ion in arriving at n e t i n c o m e ; or, a m o u n t paid to 
s tockholders o f capital stock associat ions. 
dividend-anticipation loan See pasbook loan. 
dividend-day loan See pasbook loan. 
dormant acount A savings a c c o u n t in w h i c h t h e r e has b e e n no 
activity, o t h e r than interest c r e d i t e d , for a specif ied n u m b e r o f 
years . 
education loans L o a n s m a d e to s tudents or their parents to 
finance h i g h e r educat ion . 
escheat P r o c e s s w h e r e b y u n c l a i m e d proper ty , inc luding savings 
a c c o u n t s , w a g e s , and dividends , passes to the state. T h e e s c h e a t 
laws o f t h e states vary. 
escrow D e l i v e r y of d e e d to a third person w h o will r e l e a s e t h e 
d e e d to the g r a n t e e upon fulfillment o f cer ta in specif ied condi-
tions. Also c o m m o n l y u s e d to d e s i g n a t e a c c o u n t s to w h i c h are 
c r e d i t e d the p e r i o d i c deposi ts by b o r r o w e r s for the p a y m e n t by 
the associat ion o f real es ta te taxes and i n s u r a n c e p r e m i u m s w h e n 
t h e y b e c o m e due . 
estimated discount factor A discount p e r c e n t a g e appl ied to an 
e s t i m a t e d future cash selling p r i c e (or its equivalent ) o f real 
es ta te o w n e d to r e d u c e it to p r e s e n t value in the de terminat ion 
o f e s t i m a t e d n e t real izable value. 
Farmers Home Administration A g o v e r n m e n t a g e n c y that pro-
vides m o r t g a g e credi t in areas ( towns o f not m o r e than 1 0 , 0 0 0 
populat ion) w h e r e private c redi t a g e n c i e s are u n a b l e to fulfill 
the n e e d s . 
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Federal Credit Reporting Act Defines the rights o f applicants for 
credit , part icularly if c redi t is d e n i e d or the c h a r g e for c redi t is 
i n c r e a s e d d u e to a c redi t a g e n c y report . 
Federal Guide A l o o s e - l e a f s e r v i c e p u b l i s h e d by t h e U n i t e d 
States L e a g u e o f Savings Associat ions c o v e r i n g laws and regu-
lations p e r t i n e n t to savings and loan associat ions. 
federal funds A loan by a bank (or borrowings by a bank) to 
d e c r e a s e (or i n c r e a s e ) its r e s e r v e a c c o u n t with a F e d e r a l R e s e r v e 
Bank. A m e m b e r bank o f the F e d e r a l R e s e r v e S y s t e m is r e q u i r e d 
to maintain a legal r e s e r v e c o m p r i s i n g (a) funds on deposi t in the 
bank's r e s e r v e a c c o u n t with a F e d e r a l R e s e r v e B a n k and (b) 
c u r r e n c y and coin on hand. I f a bank's legal r e s e r v e is deficient 
it m a y b o r r o w federal funds to i n c r e a s e its r e s e r v e position. T h e 
loans are genera l ly r e p a y a b l e the following day a n d are c o m m o n l y 
refer red to as " f e d e r a l funds p u r c h a s e d " or " f e d e r a l funds s o l d . " 
Savings and loan associat ions m a y loan cash to a m e m b e r bank 
o f the F e d e r a l R e s e r v e System. T h e loans m a y b e s e c u r e d by 
U.S. g o v e r n m e n t or federal a g e n c y securi t ies . 
Federal Home Loan Bank (FHLB) O n e o f t h e district (present ly 
t w e l v e ) banks c o m p r i s i n g t h e F e d e r a l H o m e L o a n B a n k system. 
E a c h bank is identified by including the n a m e o f t h e city in 
w h i c h it is loca ted in the title. T h e pr imary function of t h e F H L B 
system is to provide credi t for qualifying thrift institutions o f t h e 
savings and loan type , savings banks, and i n s u r a n c e c o m p a n i e s 
e n g a g i n g in long- term m o r t g a g e financing. 
Federal Home Loan Bank system T h e network o f t w e l v e district 
F e d e r a l H o m e L o a n Banks. 
Federal Home Loan Mortgage Corporation (The Mortgage Corpora-
tion) T h e corporat ion was c h a r t e r e d b y an act o f C o n g r e s s in 
July , 1 9 7 0 , for the p u r p o s e o f assisting in t h e d e v e l o p m e n t a n d 
m a i n t e n a n c e o f a s e c o n d a r y m a r k e t in c o n v e n t i o n a l res ident ia l 
mor tgages . T h e corporat ion p u r c h a s e s m o r t g a g e s from financial 
institutions, the a c c o u n t s o f w h i c h are insured b y an a g e n c y o f 
the U.S. g o v e r n m e n t . T h e corporat ion sells m o r t g a g e s principal ly 
through m o r t g a g e part ic ipation certificates ( P C ' s ) r e p r e s e n t i n g 
u n d i v i d e d interest in a group o f c o n v e n t i o n a l mor tgages . P C ' s 
qualify as mor tgages for cer ta in regulatory a n d tax purposes . 
Federal Housing Authority (FHA) T h e F e d e r a l National H o u s i n g 
Act , a p p r o v e d in 1 9 3 4 , es tabl i shed the F H A . T h e F H A does not 
m a k e loans; rather, it insures cer ta in types o f loans m a d e by 
114 
associat ions a n d o ther lenders . Principal ly , insofar as associat ions 
are c o n c e r n e d , the types o f insured loans are (a) u n s e c u r e d 
proper ty i m p r o v e m e n t loans and (b) m o r t g a g e loans on one- to 
four-family h o m e s . I n s u r a n c e p r e m i u m s are paid by the b o r r o w e r 
to the associat ion, w h i c h remits to the F H A . O n F H A Ti t le I 
i m p r o v e m e n t loans, a r e s e r v e a c c o u n t for e a c h l e n d e r is main-
t a i n e d by the F H A . T h e regulat ions and the a m o u n t of the r e s e r v e 
a c c o u n t , as for F H A Ti t le I loans, g o v e r n the a m o u n t of insurance 
by loan and by lender . T h e regulat ions are c o m p l e x and subject 
to c h a n g e a n d are not d e s c r i b e d in this guide . I f an insured 
m o r t g a g e loan is defaulted, the associat ion r e c e i v e s cash approx-
imat ing 9 0 p e r c e n t o f the a m o u n t d u e the association and certif-
icates o f c la im r e p r e s e n t i n g the r e m a i n d e r plus e x p e n s e s sus-
ta ined in foreclosure , rehabil i tat ion e x p e n s e s , and so forth, in 
e x c h a n g e for title to the collateral property . In o ther cases , the 
associat ion m a y r e c e i v e from F H A an a m o u n t r e p r e s e n t i n g t h e 
insured port ion o f the e s t i m a t e d loss in e x c e s s o f the value o f the 
proper ty , a n d retain title to the proper ty w h i c h it must t h e n 
dispose of. R e c o m m e n d e d p r o c e d u r e is to r e c o r d such certificates 
at $ 1 . 0 0 . Appraisals o f proper ty secur ing insured m o r t g a g e loans 
are r e q u i r e d to b e m a d e by F H A - a p p r o v e d appraisers . 
FHA Title I loan Home improvement loan insured by FHA. 
federal insurance reserve A part o f n e t worth that is distin-
g u i s h e d from u n d i v i d e d profits by the fact that o n c e earnings are 
t ransferred to this account , losses are the only c h a r g e s p e r m i t t e d 
to the a c c o u n t . All insured associat ions are r e q u i r e d to maintain 
an a m o u n t e q u a l to a cer ta in p e r c e n t a g e o f savings capital in this 
a c c o u n t . 
Federal National Mortgage Association (FNMA) Often referred to 
as " F a n n y M a e , " its p u r p o s e is to provide a s e c o n d a r y market for 
residential housing mortgages . F e d e r a l l y - c h a r t e r e d associations 
(state laws vary) m a y sell m o r t g a g e s to F N M A a n d t h e r e b y invest 
in F N M A ' s stock, and t h e y m a y invest in F N M A ' s obligations. 
federal savings and loan association A savings a n d loan association 
c h a r t e r e d by the F H L B B . 
fidelity bond I n s u r a n c e against losses arising from dishonest acts 
o f e m p l o y e e s and involving m o n e y , m e r c h a n d i s e , or o ther prop-
erty ; persons or positions m a y b e c o v e r e d by fidelity bonds. 
Financial Managers Society of Savings Instiutions, Inc. An or-
ganization w h o s e m e m b e r s h i p consists principally o f a c c o u n t i n g 
and audit ing officers and financial p e r s o n n e l o f associations. T h i s 
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organization is affiliated with the U n i t e d States L e a g u e o f Savings 
Associat ions. 
first m o r t g a g e A m o r t g a g e that is a first l ien against real estate . 
fixed rate , fixed t e r m a c c o u n t s Cert if icates o f deposi t i ssued by 
associat ions at fixed interest rates for specif ied t i m e per iods . 
forec losure L e g a l p r o c e s s p r o t e c t i n g the m o r t g a g e e in c a s e o f 
n o n p a y m e n t and other defaults on the m o r t g a g e by the mortgagor , 
w h e r e b y the m o r t g a g e e obtains title to the collateral . S e e also 
qui t -c la im d e e d . 
f o r e c l o s e d real es ta te Real es ta te a c q u i r e d by forec losure or d e e d 
in p l a c e of foreclosure , in contrast to real es ta te p u r c h a s e d for 
sale or d e v e l o p m e n t and associat ion p r e m i s e s . 
G I loan S e e Veterans Administrat ion (VA) insured loan. 
G o v e r n m e n t National M o r t g a g e Associat ion ( G N M A ) A whol ly 
o w n e d corpora te instrumental i ty of the U n i t e d States govern-
m e n t , w h i c h p u r c h a s e s , services , and sells m o r t g a g e s insured or 
g u a r a n t e e d by the F e d e r a l H o u s i n g Administrat ion ( F H A ) a n d 
the Veterans Administrat ion (VA) and m a y perform other sec-
ondary market functions to support the h o m e m o r t g a g e market . 
T h e associat ion is often refer red to as " G i n n y M a e . ' ' 
grant T r a n s f e r of real estate . 
g r a n t e e O n e to w h o m real es ta te is granted. 
grantor O n e w h o grants real estate . 
guarantee-s tock associat ions S e e capital stock associat ions. 
H o m e O w n e r s L o a n Act C r e a t e d t h e federal savings and loan 
system and is the legal basis for regulat ion by the F H L B B . 
i m p o u n d s A d v a n c e p a y m e n t s by b o r r o w e r s for taxes and insur-
a n c e . 
i m p r o v e d real es ta te Real es ta te o ther than " r a w " ( u n i m p r o v e d ) 
land. 
i m p r o v e m e n t loan A loan for i m p r o v e m e n t of real estate . Usual ly 
the loans are u n s e c u r e d . S e e also F H A Ti t le I loan and u n i n s u r e d 
i m p r o v e m e n t loan. 
initial s e r v i c e c h a r g e S e e loan fee . 
Inst i tute o f F i n a n c i a l E d u c a t i o n An educat ional organization, 
w h i c h offers c o r r e s p o n d e n c e c o u r s e s and c lassroom instruction 
in associa t ion-or iented subjects . T h e institute has ch a p te r s in 
116 
m a n y cit ies . T h i s organization is al l ied with t h e U n i t e d States 
L e a g u e o f Savings Associat ions. 
interest A m o u n t paid or r e c e i v e d for use of m o n e y . S e e also 
d iv idend. 
i n v e s t m e n t certif icate A savings a c c o u n t in the form o f a certif icate 
i ssued by an associat ion. Cert i f icate a c c o u n t s m a y differ from 
passbook a c c o u n t s in several ways . D i v i d e n d s (or interest ) m a y 
b e paid by c h e c k to a certif icate h o l d e r or c r e d i t e d to his a c c o u n t . 
Cert if icates m a y h a v e specific maturi ty dates ; if a saver does not 
w i t h d r a w his funds before the maturi ty date , h e r e c e i v e s a h i g h e r 
rate o f earnings than paid on a passbook a c c o u n t . I f a saver 
w i t h d r a w s his funds before maturi ty , his earnings m a y b e p e n -
alized. Cert if icates do not carry s tockholder liability. 
j u n i o r m o r t g a g e A mor tgage , for e x a m p l e , s e c o n d m o r t g a g e , 
subordinate to prior or o ther m o r t g a g e s . 
legal r e s e r v e R e s e r v e r e q u i r e d to b e m a i n t a i n e d by federal ly or 
s ta te - char tered associat ions. S e e also r e s e r v e s . 
l e v e l - p a y m e n t m o r t g a g e S e e direc t r e d u c t i o n m o r t g a g e . 
l ien A c la im o n property . 
l iquidity S e e Sect ions 5 2 3 . 0 through 5 2 3 . 1 4 of Rules and Regu-
lations for the Federal Home Loan Bank System. T h e liquidity 
r e q u i r e m e n t s are i m p o s e d on all m e m b e r s of t h e F H L B B system. 
l e n d i n g a r e a T h e geographica l a r e a within w h i c h an association 
is r e q u i r e d to limit its ordinary lending activit ies . 
l imited facility A b r a n c h office facility providing less than a full 
l ine o f services . 
loan fee A m o u n t c h a r g e d by m o r t g a g e e for granting a loan. 
Variously refer red to as " p o i n t s , " " a c q u i s i t i o n c r e d i t s , " or " ini t ial 
s e r v i c e c h a r g e . " L o a n fees are genera l ly stated as a p e r c e n t o f 
the face a m o u n t o f the loan. T h e c h a r g e is m a d e general ly to 
c o v e r the cost o f plac ing the loan on the books, but m a y also 
r e p r e s e n t , in part , an adjustment o f yield. 
loans- in-process T h e dollar a m o u n t o f loans on an associat ion's 
books that has not yet b e e n disbursed. 
loan-to-facil i tate L o a n m a d e to e x p e d i t e t h e sale o f real es tate 
o w n e d . T h e s e loans usually h a v e a h i g h e r loan-to-value ratio 
than regular c o n v e n t i o n a l loans, making t h e m h i g h e r risk loans. 
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member O n e o w n i n g a savings a c c o u n t in, or o n e b o r r o w i n g 
from, an associat ion. In a federal ly c h a r t e r e d associat ion, a savings 
m e m b e r has o n e vote for e a c h $ 1 0 0 or fraction t h e r e o f in savings 
u p to specif ied m a x i m u m s and a b o r r o w i n g m e m b e r has o n e v o t e 
(plus his savings vote , if any). Voting rights are not uniform for 
state c h a r t e r e d associations. T h e r e f o r e , the state laws and the 
associat ion's c h a r t e r and bylaws should b e consul ted . 
mobile facilty An associat ion b r a n c h office facility c o n t a i n e d in 
a v e h i c u l a r c o n v e y a n c e that c i rcula tes a m o n g various geograph-
ical areas periodical ly . 
mortgage A p l e d g e or secur i ty o f par t icular proper ty for the 
p a y m e n t o f a debt or the p e r f o r m a n c e o f s o m e o ther obligation. 
S e e also ded of trust. 
mortgage-backed securites Includes bonds issued by FNMA and 
F H L M C , a n d pass- through certif icates . An associat ion m a y also 
issue b o n d s col la tera l ized by m o r t g a g e loans. 
mortgage insurance A type of insurance policy by which the 
insurer a g r e e s to c o v e r the associat ion against loss on a m o r t g a g e 
loan. T h e a m o u n t o f loss the insurer a g r e e s to c o v e r is usually 
l imited to a cer tain p e r c e n t a g e o f t h e loan. 
mutual associations (mutuals) Associat ions having no capital 
stock, in contrast to capital stock associat ions. Mutual associat ions 
are s ta te -char tered or federa l ly -char tered corporat ions . O w n e r -
ship rests with t h e m e m b e r s w h o e l e c t the board o f directors . 
National Housing Act C r e a t e d authori ty for t h e F S L I C and the 
a t tendant regulat ions . 
National Savings and Loan League One of the two nationwide 
savings and loan trade organizations. See also United States League 
of Savings Associations. 
National Savings and Loan League's Manager's Guide A loose-
l e a f s e r v i c e p u b l i s h e d by the National Savings and L o a n L e a g u e 
c o v e r i n g laws and regulat ions p e r t i n e n t to associat ions . 
negotiable certifcates of deposit Cert if icates o f deposi t i ssued by 
an associat ion that are freely n e g o t i a b l e b e t w e e n the h o l d e r o f 
the cert if icate and third parties . 
net carying amount T h e cost o f real e s t a t e o w n e d , r e d u c e d b y 
re la ted a l l o w a n c e s for losses . 
open-end mortgage Mortgage permitting additional secured ad-
v a n c e s u n d e r t h e original mor tgage . 
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PA buletin Cr i ter ia issued by the F e d e r a l H o m e L o a n Bank 
B o a r d per ta ining to audit ing a n d report ing r e q u i r e m e n t s for 
savings and loan associat ions that must report to the F H L B B . 
participation Partial o w n e r s h i p in a loan or group o f loans. 
passbook B o o k issued by an associat ion to a b o r r o w e r or a saver 
for r e c o r d i n g transact ions in the c u s t o m e r ' s a c c o u n t . 
passbook loan L o a n s e c u r e d by savings a c c o u n t o f m e m b e r . Also 
c o m m o n l y c a l l e d savings a c c o u n t loan, share loan, d iv id e n d -d a y 
loan, or dividend-ant ic ipat ion loan. 
pass-through certifcates Cert if icates g u a r a n t e e d b y G N M A rep-
r e s e n t i n g shares in pools o f m o r t g a g e s insured by the F H A , VA, 
or F a r m e r s H o m e Administrat ion. T h e pools inc lude mor tgages 
with t h e s a m e interest rate a n d s a m e a p p r o x i m a t e maturi ty . T h e 
p a y b a c k to investors inc ludes both interest and principal , both 
g u a r a n t e e d b y G N M A . T h e r e are m i n i m u m trading unit amounts . 
permanent stock associations See capital stock associations. 
points See loan fee. 
prepayment P a y m e n t o f a loan before its s c h e d u l e d maturity. 
prepayment penalty P e n a l t y for p a y m e n t o f a loan before its 
s c h e d u l e d maturity . 
proxy A m e m b e r ' s authorizat ion to h a v e a n o t h e r p e r s o n or 
c o m m i t t e e v o t e in his stead. 
quit-claim deed W h e n t h e h o l d e r of a first l ien takes proper ty 
u n d e r a qui t -c la im d e e d , as o p p o s e d to foreclosure , his title is 
subject to a m o u n t s o w i n g u n d e r any o t h e r l iens on the property . 
See also deed. 
real estate owned P roper ty a c q u i r e d (a) for sale or d e v e l o p m e n t 
or (b) t h r o u g h foreclosure or d e e d in p l a c e o f foreclosure (fore-
c l o s e d real estate) . 
real estate sold on contract C o n t r a c t for the sale o f proper ty u n d e r 
w h i c h t h e s e l l e r retains title until all r e q u i r e d condit ions (pay-
m e n t s ) are m e t , but the proper ty is in the possess ion o f t h e b u y e r . 
Regulation Q Regula t ion that g o v e r n s the m a x i m u m a m o u n t of 
interest that c a n b e paid on savings and t i m e deposi ts . 
Regulation Z A c o m p r e h e n s i v e federal regulat ion that requires 
d isc losure to b o r r o w e r s o f the finance c h a r g e , annual p e r c e n t a g e 
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rate, a n d o ther information relat ing to loans ( T r u t h - i n - L e n d i n g 
Act) . 
r e p u r c h a s e a g r e e m e n t s ( repos) An a g r e e m e n t w h e r e b y an asso-
ciation p u r c h a s e s securi t ies u n d e r a stipulation that provides that 
the se l ler will r e p u r c h a s e t h e m within a specif ied t i m e at a 
specif ied pr ice . 
r e s e r v e s R e s e r v e s typical ly are genera l or specific reserves . 
G e n e r a l r e s e r v e s inc lude the legal r e s e r v e s , federal i n s u r a n c e 
r e s e r v e , r e s e r v e for c o n t i n g e n c i e s , and r e s e r v e for b a d debts 
w h e n this r e s e r v e is classified in the equi ty sec t ion o f the b a l a n c e 
sheet . S u c h genera l r e s e r v e s are c o n s i d e r e d appropr ia ted (re-
str icted) r e t a i n e d earnings . Specif ic r e s e r v e s r e p r e s e n t e i ther (a) 
valuations against asset a c c o u n t s , for e x a m p l e , a l l o w a n c e for 
losses or (b) liabilities, for e x a m p l e , b o n u s e s p a y a b l e on savings 
accounts . 
r e v e r s e r e p u r c h a s e a g r e e m e n t s ( r e v e r s e re p os ) An a g r e e m e n t 
w h e r e b y an association sells securi t ies u n d e r a stipulation to 
r e p u r c h a s e t h e m within a specif ied t i m e at a specif ied pr ice . 
rule of 7 8 s U s e of the sum-of-the-digits m e t h o d for amortizat ion. 
savings a c c o u n t loan S e e passbook loan. 
s c h e d u l e d i tems Poorly performing assets defined b y regula-
tions. T h e y i n c l u d e real es tate o w n e d a n d cer ta in loans and 
inves tments . 
s e r v i c e corporat ions Subsidiaries of associat ions that are author-
ized to perform re la ted functions, such as an i n s u r a n c e a g e n c y , 
e s c r o w a g e n c y , and c o n v e y a n c i n g . 
share loan S e e passbook loan. 
short sales A short sale is a t ransact ion in w h i c h an associat ion 
sells securi t ies , w h i c h it has b o r r o w e d from a third party, at the 
c u r r e n t m a r k e t pr ice . T h e associat ion agre e s to p u r c h a s e a similar 
secur i ty at a future date to r e p l a c e the b o r r o w e d securi ty . 
Alternat ively , the associat ion m a y sell securi t ies ( w h i c h it does 
not o w n ) at today's market p r i c e with a future del ivery date . Short 
sale t ransact ions f requent ly are col la tera l ized by o t h e r securi t ies 
in the associat ion's portfolio. 
short sales against t h e box T r a n s a c t i o n s in w h i c h the associat ion 
sells, in a short sale, secur i t ies identical to those it present ly 
holds in its portfolio. T h e associat ion m a y use the securi t ies it 
p r e s e n t l y holds to m a k e d e l i v e r y on its short sale. 
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signature card C a r d b e a r i n g the saving m e m b e r ' s s ignature . 
T h e c a r d is kept on file by the associat ion for the p u r p o s e o f 
verifying the m e m b e r ' s s ignature w h e n savings are wi thdrawn. 
T h e s ignature card contains the contrac t b e t w e e n the saver a n d 
the associat ion. Most associat ions also maintain a s ignature c a r d 
file o f b o r r o w i n g m e m b e r s . 
specif ic r e s e r v e A statutory r e s e r v e es tabl ished to c h a r g e a pos-
sible loss against a specific asset . F o r regulatory purposes , the 
r e s e r v e is s h o w n as a d e d u c t i o n from the re la ted asset in the 
s t a t e m e n t o f financial condit ion. 
stock associat ion S e e capital stock associat ions. 
straight m o r t g a g e O n e requir ing no p a y m e n t s o f pr incipal until 
maturity . In teres t genera l ly is paid per iodical ly . 
s u b o r d i n a t e d d e b e n t u r e D e b t ins t ruments i ssued by an associa-
tion that are subordinate to savings. 
supervisory authority T h e F H L B for federal associat ions a n d 
o ther F S L I C insured associat ions and u n i n s u r e d m e m b e r s o f the 
F e d e r a l H o m e L o a n Bank. 
supervisory a g e n t A d e s i g n a t e d officer o f the F H L B w h o acts in 
the interests o f the F H L B B in regard to matters involving federal 
and F S L I C - i n s u r e d associat ions. 
third-party p a y m e n t s P r e a u t h o r i z e d p a y m e n t s by an associat ion 
to third parties (for e x a m p l e , creditors) , w h i c h are automatical ly 
m a d e from a deposi tor 's a c c o u n t without t h e n e e d o f c h e c k 
writing. 
t i t le opinion Opinion wri t ten by an a t torney after e x a m i n i n g 
abstract o f title (or p e r h a p s the d o c u m e n t s t h e m s e l v e s instead o f 
an abstract ) in w h i c h h e states his opinion as to the state o f t h e 
title to proper ty . S e e cert if icate o f title. 
title pol icy Pol icy i ssued by a title i n s u r a n c e c o m p a n y guaran-
t e e i n g that title to proper ty is as indica ted in the policy. 
T o r r e n s cert if icate Cert if icate i ssued by registrar o f titles, sett ing 
forth state o f title to proper ty . T h e cert if icates are i ssued in 
several metropol i tan areas , for e x a m p l e , N e w York, C h i c a g o , a n d 
Boston. 
trust d e e d S e e d e e d o f trust. 
T r u t h - i n - L e n d i n g Act S e e R e g u l a t i o n Z . 
u n d i s b u r s e d port ion o f m o r t g a g e loans S e e loans- in-process . 
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unisured improvement loan I m p r o v e m e n t loan not insured by 
F H A nor g u a r a n t e e d by VA. 
United States League of Savings Associations One of the two na-
tionwide savings and loan trade organizations. See also National 
Savings and Loan League. 
Vetrans Administration (VA) insured loan A loan insured or 
partially g u a r a n t e e d by the VA pursuant to t h e S e r v i c e m e n ' s 
R e a d j u s t m e n t Act o f 1 9 4 4 as A m e n d e d . At the option o f t h e 
l e n d e r , the loan m a y b e insured or partially g u a r a n t e e d . I f t h e 
l e n d e r e x p r e s s e s no option, t h e VA p r o c e s s e s t h e loan as a 
partially g u a r a n t e e d loan. Virtually all l e n d e r s use the partial-
g u a r a n t e e m e t h o d . 
waranty ded See deed. 
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